Practical guidelines for business leaders to help 
develop and expand a totally new world. 


Dedication 

Wouter van der Stok, The Netherlands, springtime 2017. 

These writings are dedicated to our True Parents, Rev. Dr. Sun Myung Moon and Rev. Dr. Hak Ja Han 
and the newly arising world ("Cheon II Guk") and to practical idealists and "think tanks" around the 
world searching for true measurements and values in daily life. They are not meant for religious or 
political purposes but to show economic alternatives and hopefully assist to pave the way for a 
supportive new business world. 

Brief personal introduction of Wouter van der Stok 

Born in Indonesia in 1940, at age ten I moved with my family back to the Netherlands. 
After having finished my education in the Netherlands I spent thirty years mainly in Commercial 
and Merchant Banking in South Africa, eventually being responsible, nation-wide, for the 
International Corporate Banking Services of one of the largest Banking Groups in that country. 
Subsequently, having started my own International Management Consultancy based in Cape Town, 
for 16 years I was in the fortunate position to have traveled extensively in Africa, Australasia, 
Europe and the Americas to offer financial and management services, advice and lectures to small, 
medium and large companies in various economic sectors such as import/export, manufacturing, 
fixed property, retail, tourism and agriculture. 

After my return to the Netherlands end 2007, part of my time was taken up giving lectures at the 
International Business School of the Hanze University of Applied Sciences and continuing my 
investigations into the practical impact of the Global Financial/Economic Crisis on the micro and 
macro economies of the different continents. 

Since July 1970 when we were called by Heavenly Parent for a spiritual and economic mission, my 
wife and I have been supporting the Unification Movement in Cape Town, initially as pioneer 
missionaries in South Africa and Africa (blessed by True Parents in Dec. 1976) and subsequently in 
many different roles such as in the 1990's as Itinerary Financial/Economic/Business Lecturer and 
Advisor to all the World Mission Regional Directors, thereafter as Kumgangsan Development's 
Advisor in North Korea and Hong Kong followed by giving consulting services to our Movement's 
business interests, amongst others in the Netherlands, Nigeria, Zambia and South Africa. 

My wife and I have been blessed with 4 fine children and 10 beautiful grandchildren and live 
presently in the Netherlands. 

Special note: 

While investors generally aim for the best overall return on their investments keeping in mind risk, liquidity, 
volatility, availability, sustainability and innovation of the underlying assets and prices seem of paramount 
importance, one may find that the passage of time (including demographics) is the real deciding factor together 
with human behavior and the common and individual good. These writings are meant to be educational and 
supportive but are not intended as special investment advice even though much care has been taken in 
compiling all information by the coordinator. 
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Foreword 


"Truth is always the shortest distance between two points." (Sun Myung Moon) 

For tens of thousands of years, if not longer, humanity has been trying to develop, sub-consciously 
and consciously, different ways to live, survive and work together, gradually realising that while we 
may be weak on our own, we would be standing a much better chance by cooperating in a group or 
groups, amongst others by sharing and transferring protection, knowledge and experience 
horizontally (geographically) and vertically over generations. The ability and willingness to learn, 
general education and the will to take action played important roles. Sometimes progress was made 
for a certain period of time, seemingly even haphazardly, but most of the time resulting in coming 
back to a (partial or full) fall-back position, almost by taking two steps forward and then one step (or 
more) back again. 

The well-known sayings of "history repeats itself" or "history doesn't repeat itself but rhymes" show 
that many people have recognised this conundrum and tried constantly to break out in new ways, 
not in the least through religion, innovation and technology. One could compare this to living, not by 
travelling in a circle, but by progressing in a three (or more) dimensional spiral in the form of a 
pyramid, broad based at the bottom and peaking at the top, but somehow still repeating the old 
ways: "everything changes but also always stays the same". 

When studying the past and the present we see a constant development and adjustment between 
the needs of the individual, e.g. survival etc., and those of the wider community of first, the family, 
followed by the clan, tribe, region, nation and now even groups of nations. On all these different 
levels a clear trend has been developing over millennia between so-called "selfish" (i.e. mainly for 
the benefit of me and those few nearest to me), and "unselfish" (i.e. mainly for the benefit of all or 
the whole), solutions to upcoming situations, whether in the religious, economic, political, social, 
scientific or academic spheres. "Best interests", whatever that may mean in different places at 
different times in history and often changing constantly with a change-over of the ruling leader(s) or 
ruling groups, has resulted in a multitude of various ideas, opinions and subsequent actions 
showering humanity on the way, virtually without letting up, but in the end resulting in continuous 
fights and wars. 

Perhaps humankind should have progressed already a long time ago to find and apply a practical way 
of life, acceptable both to individuals and groups of people, now and in the future, to the advantage 
of all? A so-called utopia of active peace and progress, taking into consideration the needs and 
diversities of billions of persons? It is not for want of trying that this ideal has not yet been 
established: over many centuries and millennia, spread over all continents, by way of various 
religions, trade and commerce/manufacturing processes, testing different political and social 
systems, influenced by science, innovation and technology, we were still unsuccessful. 
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Issues of behaviour cropped up: does "the goal justify the means" or does it depend on the goal or 
the means or what? Two thousand years ago, according to the New Testament, Pilate asked the 
question "what is truth"? Does truth change according to the decisions of the ruler at the time or 
does it change geographically, perhaps in different time periods or possibly only if the majority of the 
people are in agreement? If mistakes are made, are these "sins" and if so would these compound 
over time causing an eventual "overload" - when and how would that overload then be discharged 
to enable us to start all over again with, hopefully, a clean slate? Is there perhaps a way for us to 
repair our stereotyped way of thinking, acting and reacting? In fighting "evil" how do we ensure that 
we don't become tainted, infected and evil ourselves? Is it possible, not just to get theoretical 
answers to these questions, but also a really practical measurement system that could stand the 
tests of time and be universally applicable? 

If we are honest there is no doubt that, notwithstanding the arduous efforts of millions of clever and 
wise people over millennia and all the inventions of technology, humanity is not yet really any closer 
to that ideal. On the contrary, for the first time in history human beings are in the very unfortunate 
position to be able to literally blow up the whole world. On the other hand, with a good and fair 
distribution system and permanent "change of heart" on all levels, what we were never able to 
achieve up to now is actually not that far-fetched and within our reach, also depending on how we 
use our productivity and knowledge. This should be the aim of all the many "think tanks" looking at 
"out of the box" solutions, the more so as we have been living lately on the thin edge of the wedge 
and it is now decision making time as to which way all of us are going, not just for the present but 
especially for the future, laying a good and proud foundation for our children, grandchildren and 
beyond! 
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Introduction 

"Poverty is not natural, it is man-made and can be removed by the actions of human beings" 
(Nelson Mandela) 

As the world population increases, so seemingly do the many complex systems that we helped to 
create and encourage. Where initially in the Old Testament the Ten Commandments were apparently 
mainly sufficient to guide people at the time, modern men and women are influenced on a daily basis 
by hundreds of thousands (if not more) rules and regulations, by-laws, provincial and state laws and 
the Constitutions of over 200 nations. 

These are all supposed to help us live productive and happy lives but in practice there are so many 
that, even if we would like to obey them all, in reality, even unknowingly, we would be sure to 
contravene some of them on a daily basis. Applying the principle of "ignorance of the law is no 
excuse" would probably make most of us some sort of criminal? The following brief comments sketch 
the, somewhat ridiculous, problems of this OLD WORLD that we are still struggling with and seek 
solutions for after such a long time. 


A. Governments 

It is interesting when we look at the total number of these regulations/laws issued by each and every 
nation over the past 100 years or so, we see a constantly increasing trend. When each new governing 
person or group of persons comes to power, even though sometimes a few existing laws are changed 
or cancelled, by far the majority remains on the statute books and is usually increased to such an 
extent that we now can speak of an over the top too heavy burden. Perhaps a general constitutional 
governing rule should be established ensuring that, before any new law is enacted, an old one should 
be cancelled? Why is it that in most countries we find that the number of government employees 
constantly increases, not just in total number but also as percentage of the total working population? 
Is that guided by a sub-conscious wish to expand the government's "empire"? 

We see this trend also in the continuous expansion of almost all governments' sovereign debts, even 
going back hundreds of years. Old loans are just rolled over into "new" ones, etc. often with the 
explicit assistance of the many Central Banks, supposedly independent of politics but in reality 
favouring debtors: reducing interest rates (ZIRP - zero interest rates and now NIRP - negative interest 
rates ) and "printing money" (TARP, QE's, etc.) to the detriment of savers, pension funds and 
insurance companies, often supported by the money creation of thousands of Banks. 

In order to dishonestly trying to avoid having to raise too many taxes (always a difficult point with the 
electorate), as an easier substitute governments started to borrow more and more money, amongst 
others to finance war and welfare efforts. Especially since the closing of the gold window by 
President Nixon in 1971, the US national debt of $400 billion (34% of GDP) was allowed to increase to 
$20 trillion (106% of GDP) by March 2017 plus unfunded entitlement promises of some $200 trillion. 
This terrible debt trend was unfortunately also "exported" to other segments of the USA resulting in 
the total credit market indebtedness in the US rising from $2 trillion in 1971 to $66 trillion end 2016, 
in other words a credit to GDP ratio of about 350%. It now "costs" US$4 in new debt to generate only 
US$1 in new economic growth! The global situation is not much better: total global debt now stands 
at $217 trillion or 325% of global GDP. In trying to reassure everyone that these debts could 
somehow eventually be repaid, it was important to introduce (and where possible stealthily increase) 
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the CPI, the consumer price index. That way the actual purchasing power of the amounts to be 
repaid could be lessened very substantially over time. The official CPI, GDP, unemployment and 
interest rate figures therefore became, from an early stage, political targets for constant 
manipulation and "adjustments" in many different ways. 

What was this tremendous flow of debt used for in the US? Mainly to expand unfunded entitlements 
(50% of present spending), fighting many unnecessary wars (15% of current spending) and allowing 
the Wall Street Banks and the Federal Reserve to fraudulently misuse public funds for their own 
benefit. The US is therefore at the moment facing a debt-saturated and stagnant economy, slowly 
rising interest rates, declining corporate profits, a reduction of the general public's standard of living 
and an aging infrastructure. 

One first difficult step forward in the meantime might be to ensure, legally and binding (possibly by 

AMENDING THE CONSTITUTION), FOR ALL GOVERNMENT BUDGETS ALWAYS TO BE BALANCED? 

Notwithstanding the arguments of being responsible for law and order, protection, infrastructure 
and sometimes education and medical care, to sum up, in all types of government, including in many 
different kinds of democracies, we see a constant trend of increasing the following aspects over 
many centuries: 

o The number, variety, methods and amounts of taxes, import duties, etc. payable, 
o The financial control and influence, also via the Central Banks and the financial and banking 
industry, over the general population and now doing away with cash in favour of the 
digitalisation of money. 

o The expansion of the military/industrial complex, misusing technology for that purpose, 
o The enacting of various laws, rules and regulations, often with unintended consequences*, 
o The favouring of large corporations (pharmaceuticals, agricultural businesses, technology, 
etc.) at the cost of small to medium size businesses or the general public, reducing overall 
competition, openness and accountability, not halting cartel forming when necessary, 
o The growth of the government bureaucracy. 

o Unproductive State interventionism in more and more areas, wishing to control eventually 
almost all aspects of its citizens' private lives and responsibilities by using soft and hard 
power and technology. 

o Inability to solve the health care and higher education (student loans, etc.) problems, 
o Misallocation and mismanagement of more and more resources by ineffective central 
planning and control, sometimes caused too by ignorance or by the "Law of Unintended 
Consequences"*. 

o The main cause of facilitating imbalances between imports and exports resulting eventually 
in international foreign exchange disputes, trade wars, civil wars, cold and hot wars, 
o Overall the expansion of the direct military side. 

o Constantly increasing debts and propping up zombie banks and corporations. 
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o Taking control of pension funds, direct or indirect by prescribing mainly government bonds 
as qualified investment products although these are not always so safe or profitable. Many 
pension funds already have had to cut benefit pay-outs to their recipients since 2014, some 
being technically insolvent and others even bankrupt, 
o Making many unfulfilled promises, such as with unfunded social pensions and medical 
benefits costs, both short and medium to long term, 
o Gradual collapse of moral authority and political credibility and social systems in crisis. 

If this centuries' old trend is continued as in the past, when, where and how will it end? 

A blow-up or a simmering fading away as the majority of human productivity and life styles collapse? 

IN THE MEANTIME, VIA A TEMPORARY IN-BETWEEN STAGE, THE PRESENT BIG GLOBAL DEMOCRACIES IN ALL THFIR 

DIFFERENT FORMS MIGHT DO WELL TO STUDY THE. SMALLER SWISS SYSTEM, INCLUDING THE FORM OF DIRECT 

DEMOCRACY BY WAY OF BINDING REFERENDA (PERHAPS A FEW TIMES A YEAR?) AND LOCAL CANTON-LEVEL POLITICS 

WHEN THE GENERAL VOTERS CAN DECIDE DIRECT ON THE MOST IMPORTANT ISSUES OF THE DAY. ANOTHER 

IMPROVEMENT IN SOME CASES MIGHT RE TO ESTABLISH VOTING BY THE INHABITANTS OF MUNICIPALITIES SAY, FOR THE 
POST OF MAYOR. ETC. AND TO HAVE FULL ACCOUNTABILITY, LEGALLY ENFORCED. HALTING A SYSTEM OF JOBS FOR 

FRIENDS AND FAMILY (NEPOTISM). 

Overall, instead of party hacks/loyalists/cronies being considered for political posts, it would be 

BETTER FOR THE SMOOTH RUNNING OF POLITICS IN A NATION, IF A CERTAIN PERCENTAGE OR QUOTA IS FILLED BY 

KNOWLEDGEABLE PERSONS WITH REAL LIFE EXPERIENCE, SO-CALLED EXPERTS. A MORE OR LESS EQUAL GENDER 

DIVERSITY WOULD ALSO BE BENEFICIAL. IT WOULD HELP IF LAWS BECAME MORE LABOUR/SMALL AND MEDIUM BUSINESS 

ORIENTED WITH WIDE PRIOR INPUTS FROM THOSE SECTIONS. INSTEAD OF THE STATE EXISTING TO ENFORCE CARTELS 

(some private, some State-run and others a mixture of both) by way of oligopolistic licensing 

RESTRICTIONS, WASTEFUL SPENDING AND "REVOLVING DOOR" POLICIES, CAMPAIGN CONTRIBUTIONS BY LOBBYISTS AND 

PLAIN INCOMPETENCE AND IGNORANCE, IT SHOULD STOP AN OPPRESSIVE OLIGARCHY AND ON THE CONTRARY PROTECT 

THE LIBERTIES OF INDIVIDUALS FROM STATE ENCROACHMENT, BREAK IJP THE CARTELS AND MONOPOLIES AND STOP THL 

CORRUPTION OF PRIVATE/PUBLIC MONEY. IF THE OLD WAYS ARE CONTINUED TOO LONG, THE END RESULT WOULD MOVE 

IN THE DIRECTION OF A DISCONNECTION BETWEEN GOVERNMENTS AND THE PEOPLE AND FINALLY TYRANNY. 

Instead of allowing lobbyists for transnational cartels to influence politicians/lawmakers with 

“CAMPAIGN CONTRIBUTIONS". IT WOULD REALLY CHANGE THE ROLE OF THE STATE ALMOST BEYOND BELIEF IF WAR AND 

MP PREPARATION WOULD STOP, REGULATOR'/ REFORM QUICKLY STARTED TO FREE jgJH| MORE PRODUCTIVE PRIVATE 

SECTOR, ROLL BACK THE HUGE ADMIN. STATE AND IMPROVE INFRASTRUCTURE SUBSTANTIALLY, 

Apparently it was president Ronal Reagan who said: "government is not the solution to our 
problems, government is the problem". The state benefits the few (wealthy political donors, 
lobbyists and entrenched interests) at the expense of most of the population. So-called state cartel 
"solutions" are now becoming mutually reinforcing problems such as soaring debt, more 
centralisation, more financial influence, promising more benefits to everyone, etc. resulting in 
exploiting the many and endangering the stability of the whole system by the creation of self¬ 
reinforcing systemic problems. 
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Centralised control of industries, credit and production, power and money is the problem, not the 
solution. It now breeds more and more corruption, moral hazard, revolving doors between state 
agencies and private industry, opaque and rigged markets, rentier cartel parasitism and state-cartel 
crony capitalism to benefit entrenched interests, elites and cartels. Excessive regulation hinders 
productivity, economic growth and job creation. Proper and good regulations have many positive 
aspects but overcomplicated and inefficient regulations have a very damaging effect on businesses. 
The total pages of US Federal regulations for instance increased from about 76.000 in 1975 to 
approximately 175.000 in 2015. We should have a permanent and systematic review of the costs and 
benefits of all regulations, including their intended versus unintended consequences. Unfortunately 
we see that, especially in government, there are more people and laws favouring coercion than those 
who favour voluntary cooperation. 

At the moment the four biggest problems facing a small business in developed countries are: taxes 
(e.g. the USA has now the highest corporate tax rates in developed countries), regulations, quality of 
labour and poor sales in that order. This is even more so in developing/emerging countries. The ease 
to start a new business globally dropped between 2005 and 2017 from 96% to 78%, but in the USA 
from 82% to 45%! The result has been that new small business creation in the USA slowed down 
substantially from 450.000 in 1980 to 400.000 in 2013, even though the population increased by 40% 
during that time. The percentage of the US middle class in 1971 was 61% but only 50% in 2015. In 
1984 60% of families in the US could afford a modestly priced house, but by 2009 only 50% could, 
even though the percentage of US citizens with a high school degree or higher, increased from 30% 
to 50% from 1980 to 2013. From these figures it is clear that the majority of the general public is 
gradually becoming poorer and the reasons are self-explanatory. The income gap between lower 
skilled and skilled workers has been constantly growing, perhaps the inevitable consequence of an 
increasingly sophisticated economy? 

In general the State only knows how to expand: there is no mechanism, institutional history and no 

REWARD MOTIVATION TO REDUCE THE SIZE OF STATE POWER AND INCOME OR REDUCE THE IMPACT OF LAWS AND 

REGULATIONS THAT EMPOWER THE STATE TO CONTROL ALMOST ALL ASPECTS OF LIFE! ON THE CONTRARY, REAL 

SOLUTIONS, EVEN THOUGH VERY HARD IN THE BEGINNING TO IMPLEMENT, WOULD INCLUDE TO DECENTRALISE POWER 

AND CONTROL, IMPROVE TRANSPARENCY AND ACCOUNTABILITY, EMPOWER COMMUNITIES INSTEAD OF CENTRALISED 

AGENCIES AND CARTELS, ENCOURAGE TECHNOLOGIES THAT DISRUPT' RENTIER SCHEMES, CARTEL RACKETS, REGULATORY 
BARRIERS, ETC. TO FIND SOLUTIONS, WE SHOULD LOOK AT THE FACTS, DO A PROPER ANALYSIS, FOLLOW GOOD IDEAS 

AND BEST PRACTICES INCLUDING WHAT WE CAN LEARN FROM OTHERS AROUND THE WORLD. VITAL ASPECTS WOULD BE 

The ENCOURAGEMENT OF COMPETTTIOj^ PRODUCTIVITY, INNOVATION, DEMOGRAPHICS AND PROPER DISTRIBUTIONS. 

*The Law of Unintended Consequences. 
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General description: a warning that an intervention in a complex system tends to create 
unanticipated and often undesirable outcomes (although occasionally these may be "good"), many 
times caused by ignorance, vested interests or errors in analysis by not taking all the short and long 
term interests of all the stakeholders involved into consideration. Instead of following basic values, 
short term interests and the expediency of special interests are many times allowed to override long 
term interests. For example housing activists may push for lower housing rents where-after the 
government or city councils might institute rent control by limiting rent growth. If the demand for 
housing remains the same or increases, even though initially this may be beneficial for a small 
number of people, housing will probably become more inaccessible to most when a shortage of 
housing starts to develop as fewer houses will be built and current housing might fall into disrepair. 
Why? Because businesspeople such as builders, investors, etc. only bring goods and services to the 
market if these can be produced at a cost below the market price (in this case, rents). Unfortunately 
the longer this rent control continues the more the shortage and general dissatisfaction increases. 

This shows the unforeseen dangers of rent control measures. The ACTUAL problem: there was too 
little affordable housing available and it was not further developed! The obvious solution would have 
been to focus on building more affordable and competitive houses. Interestingly enough, well meant 
state and municipal laws and regulations then become obstacles towards the development of 
housing: onerous zoning laws, new construction regulations, parking requirements, limitations on 
density and many others. Naturally there are a multitude of other examples such as the well-meant 
laws to increase workers' minimum wages which might in the end result in numerous workers losing 
their jobs (becoming too expensive) and those who would like to work, even below the minimum 
wage, not being allowed to do so. 

Another example would be enacting a law to increase tax on certain business products in one nation 
but not in the bordering nation, causing a difference in the cost of the same product in both nations, 
with the result of a big loss of business in the first nation's border areas, whose inhabitants would go 
across the border to get the same but cheaper product. Or the 2004 law in the USA to reduce tax on 
repatriated foreign proceeds to improve the economy. The actual result: 75% was used, not to 
improve the economy, but for buybacks of stock and the paying of dividends to just benefit the, 
already rich, stockholders. One could go on for a long time with plenty of more examples! In a 
nutshell, government edicts many times means we get less ("collateral damage") but have to pay 
more for it and some third party is making good rent-seeking money! 
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B. The Business World 

Such a deep seated wish for growth and increasing influence/power/control is of course also part 
and parcel of the world of, especially very large, business corporations. It is easy to place all of this at 
the door of "ambition", "improvement", economies of scale, increase of profits and/or reduction of 
expenses, etc. Just as in the case of governments, even if the top is changed regularly every 4 years, 
the majority of the bureaucracy remains in place, sometimes for 40 years or more. So "cui bono" as 
the Romans used to ask 2000 years ago: who benefits? Sometimes the general public, but not 
always! It seems a gradual, continuous, almost grinding process has been developing over time to 
increase the power, control and responsibility of governments, big finance and large corporations. 
Compare that to the general public they are supposed to serve, who gradually, over time, lost 
responsibility for more and more aspects of life and with that eventually a loss of choice making, 
freedom and liberty, often under the guise of increased "security". This trend seems to be continuing 
at present with the big corporations, expanding at first locally, then internationally and finally 
globally. 

Who are the beneficiaries in the short, medium and long term of the big business world's activities: 

o The owners/shareholders? 
o Top and middle management? 
o The lower management and employees? 
o The suppliers of raw materials/merchandise? 

o The service suppliers, such as auditors, accountants, consultants, outsourced activities? 
o The customers because of lower prices, improved quality and long term vision? 
o The government and tax authorities and eventually the tax payers? 
o The Banks and finance providers and pension funds? 

o The general public and/or the environment by cleaner/greener sustainability? 
o The local and provincial authorities and local universities (innovation collaboration, etc.)? 

No doubt it would be interesting to do case studies to determine the impact, the comparative 
amounts and percentages of each sector's final benefit or disadvantage in general and specifically in 
the case of take-overs and amalgamations and verify these regularly as time goes by. In general, 
would the first priority not usually be the owners/shareholders and the top management (bonuses) 
and to a much lesser extent the employees (some of whom would lose their jobs), etc.? 

During the last few decades there has been a constant and clear trend to increase the overall 
personal benefits of major corporations' leaders substantially, including those of Banks and financial 
institutions' top managers (and lately spreading to top managers in the fields of education, health 
care and of course politics), ostensibly to encourage their work performance and loyalty, by way of 
escalating hyper salaries, bonuses, share options, profit sharing, golden handshakes/ parachutes and 
other schemes. 
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This is usually explained by those involved as the proper remuneration and encouragement for their 
increased experience and responsibilities, comparing their entitlements to those of their peers in 
similar positions, nationally or internationally. If not granted, threats are made of a potential loss of 
expertise if the relative person(s) services are not retained. On an industry-wide scale, while the 
amounts initially were not considerable, these total expenses have now morphed into the hundreds 
of billions of US dollars a year and could be considered exorbitant, further continually increasing the 
chasm between the 5% very rich and privileged and the 95% general public. 

One would perhaps have expected that at least the health care industry would be more motivated to 
help people before going all out for profits. Unfortunately that is not the case at all: profits first and 
all else secondary. Its aim is to earn the most money while avoiding to provide the services that are 
advertised as much as possible. Avoid paying out and don't cover the people most at risk! Of course 
it is easy to make promises but not so easy to keep them. The total average compensation of the 
CEO's of the 5 top US health insurance companies is US$12 million per annum, while the cost of 
health care (medication and treatments) per capita in the USA is the highest in the world! 

Not JUST IN THE HEALTH INSURANCE BUT ALSO IN THE PHARMACEUTICAL RETAIL AND MANUFACTURING WORLD THE 

REAL SOLUTION TO BRING DOWN PRICES PERMANENTLY WOULD BE FOR GOVERNMENTS TO STRONGLY ENCOURAGE 
ACTUAL COMPETITION BY CHANGING THE PRESENT CARTEL INDUCING LAWS (CLAIMING THAT ONLY THE LARGE 

CORPORATIONS CAN BRING DOWN PRICES BECAUSE OF "BENEFITS OF SCALE") AND NOT JUST TINKERING WITH SO-CALLED 

GOVERNMENT INTERVENTION. THIS WOULD BE THE QUICKEST WAY TO REDUCE THE VERY HIGH AND MONOPOLISTIC 

PRICE OF MEDICINES/DRUGS. 

Interestingly enough, many of the "managers class" rose up themselves through an initial "hands on" 
period of learning and modest remuneration, but at some time in their careers, via a time of greed, 
"ignorance of reality" and promotions, arrived at what we could call today's very selfish reality 
denial. 

As one section (the top managers) takes a bigger slice of the profits, other sections have to bear the 
brunt. Even the owners/shareholders who are supposed to watch and control this development are 
often swayed because of the argument of improved business performance over time. In most of 
these cases, the impact of eventually lower company profitability might mean less dividends/income 
for the owners/shareholders, less income for the lower management and employees and/or a 
reduction in manpower, higher absenteeism and staff turnover and possibly an increase in 
prices/reduction of the quality of the goods produced. This last point could support a trend of 
increasing the Consumer Price Index, especially if this happens in most parts of the economy. 
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To counter potential owners/shareholders' dissatisfaction and to improve the top managers' share 
option and profit sharing schemes, another unfortunate development has been the purchasing by 
the company of the company's own shares quoted on the Stock Exchange, in substantial numbers, 
especially if financed by long term loans at very low interest rates, thereby causing the share price to 
go up eventually as well as the improved subsequent ( accounting) profits earned but not the real 
company results of overall sales and profits. If occurring on a large enough scale, apart from an 
increased likelihood of stock bubbles, one would also witness the strange anomaly of decreased 
actual company profits but increased share prices! To place this into perspective, share buybacks in 
the USA amounted to $553 billion in 2014, $546 billion in 2015 and $536 billion in 2016. 

The time has been ripe now for some time for the powers that be to take the necessary measures to 

COMPLETELY HALT ALL THESE SHARE BUYBACKS BY COMPANIES PURCHASING THEIR OWN STOCK, TO MAKE IT AN ILLEGAL 

PRACTICE, IN THE INTEREST OF ALL THE STAKEHOLDERS INVOLVED. 

In the meantime, the percentage of self-employed business owners relative to the overall employed 
population is at an all-time low, down all the way since 1950, mainly due to a constantly increasing 
avalanche of rules and regulations which seem to be more detrimental than taxes! When will this 
disastrous economic system be reformed? 

C. The activities of Finance and Banking 

Having developed Banking activities for centuries, via the use of gold, silver and copper coins, a silver 
standard, gold standard, paper gold/silver certificates, official receipts/bills of exchange, letters of 
credit, fiat paper money, digital currencies and now derivatives, the original goal of the financial and 
Banking world was to lubricate at first agricultural exchanges, trade, then manufacturing and 
transport and consumer credit (since the 1920's and credit cards since the 1970's) and general 
buying and selling as the service industry par excellence, doing away with bartering and in the 
process making a decent profit. As we know, the underlying trend to grow and control, by trying to 
constantly increase turnover, profits, take-overs and inventing new "products" (while risks were not 
always valued correctly), became more and more evident over time and eventually wide-spread 
globally. 

According to history, minting and the adoption of the gold florin started in the city of Florence in Italy 
during the period 1252 to 1303 A.D. (even though the origin of gold coins goes back more than 3.000 
years or so) and from 1255 to 1262 Italy experienced Banking failures through overexpansion of 
credit - sounds familiar? For the next 200 years that coin became the strongest currency in Europe 
and the world, assisting significantly in the development of international trade. Central Banks, now 
existing worldwide, developed over the last centuries. The early Trading Companies/Banks of the 14 th 
to 16 th centuries were founded in Genoa, Florence, Venice and Barcelona and then, during the 17 th 
century the Amsterdam Wisselbank was set up in 1609 in Holland to practice 100 percent Reserve 
Banking with notes being issued only against gold holdings, amongst others to bring clarity between 
all the various gold coinages offered. The Bank paid no interest on deposits and made no loans: as 
the financial sector was held separate from the Banking and government loan areas, the damage 
from the wild speculation of the Dutch Tulip Bulb Mania in 1637 did not affect the Bank at all. 
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So no bail-out of Banks and speculators was required. Actually, it was when this Bank started to give 
unsecured loans many decades later to the huge Dutch trading concern VOC and the city of 
Amsterdam, that repayment problems arose which gradually caused its demise in the following 
century. Perhaps a valuable lesson to be learned by modern finance? 

Afterwards Central Banks were also established in Stockholm and London and gradually over the 
years the "servant" became the "master", as is also evident in the case of governments and global 
big business. The important love-hate relationships, mutually reinforced between these three 
powerful economic groups, have influenced the history of humankind strongly. This happened 
initially gradually, so was not so easy to spot in the beginning, but is now becoming VERY clear by 
them controlling, not just the kind of money we can use (the so-called war on money) or the overall 
amount of money created, including various QE's (Quantitative Easing: an increase in the Balance 
Sheet of Central Banks by purchasing broad-based assets, increasing the country's money supply), 
but also the price of money by way of the present extremely low interest rates via ZIRP (Zero Interest 
Rates) and NIRP (Negative Interest Rates). In order to highlight the extent of global Quantitative 
Easing: the six major Central Banks increased their Balance Sheets from a total of US$3 trillion in the 
year 2000 to US$ 19 trillion now or, in terms of the percentage of GDP from 12% of GDP in 2000 to 
38% of GDP now. 

During the whole 2017, just the ECB (European Central Bank) and the BOJ (Bank of Japan) intend to 
increase their assets by US$3.6 trillion, i.e. US$200 billion per month! While the big Banks lend to big 
companies and speculators, the regional and small Banks lend more to medium and small businesses 
who create most of the jobs. It seems highly probable that the Fed. Reserve and the European 
Central Bank may join the Bank of Japan and the Swiss National Bank soon in their new efforts to buy 
not just bonds but also equities: the SNB purchased about $62 billion worth of equities in some 2500 
companies during 2016 and the BOJ owned 60% of the ETF market by June 2016. By becoming virtual 
"hedge funds" these Central Banks' purchases could very well be regarded as an indirect way to 
nationalise companies, with capital moving from owners to least efficient users, in the end resulting 
in a huge misallocation (and finally a misuse) of resources. Central Banks have lately graduated from 
"Lender of last resort" to "Investor of last resort", not just to the financial sector but now directly to 
many other sectors and possibly eventually also to companies and individuals. One of the 
uncomfortable side effects is that control, once obtained, is difficult to let go for politicians and 
bureaucrats. 
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The Central Banks and the Banking sector are the only ones allowed to create money so when bad 
lending takes place (including also the effects of the Law of Diminishing Returns) the end results are 
booms and busts: 

Banks should therefore be allowed to go bankrupt! Actually, the financial system itself is wrong and 

ROTTEN TO THE CORE FROM ITS VERY SgLFjSH^ DjSHONEST BEGINNING^ BASED ON A FRAUDULENT FX: 3 ECSA\NCv Of, IN 

[HE END, "CRLA'NNG MONEY FROM NOTHING^ FORLVLR, BENEFITING AVERY SMALLNUMglS OPPEOPUL MODERN DAY 

FIAT "MONEY" IS CREDIT WHICH REPRESENTS “MONEY" CREATED THROUGH THE LOAN CREATION PROCESS OF CENTRAL 

Banking, Banking in general and its so-called Shadow Banking, so not just fractional reserve banking 

BUT ALSO DIRECT CREDIT CREATION. 


The system depends on constant credit expansion and printing of additional reserves by Central 
Banks, which in turn are relent by private Banks which also create their own credit: an extremely 
highly leveraged (and basically fraudulent) financial system. 


An amount of US$ 3 trillion of "base" credit has been turned into US$ 65 trillion (at present equalling 
350% of US annual GDP) of unreserved credit now in the USA alone, including treasury bonds, 
municipal and corporate bonds, Bank loans, mortgages and stocks (although equities are not 
officially "credit" they still depend on the cash flow that supports the system). We live in dangerous 
times: at any time we can expect a run on the highly leveraged financial system! Apart from the 
previous remarks about the present world of finance, we can notice the following, constantly 
recurring shortcomings/problems of Banking over many centuries: 

o Borrowing short term and lending long term. 

o Borrowing too much in the wholesale and not enough in the retail market. 

o Developing too many innovated products with a wide spread ignorance of risk implications. 
Risk management is influenced too much by subordinated traders and marketing 
management. 

o Too much leveraging is applied against not enough own capital. 

o Lending is generally not diversified and prudent enough. 

o In most cases the chasing of turnover has priority over (not enough) profitability: bad debts. 

o One finds everywhere too much status chasing by way of too large Head Quarters (often 
uneconomic and expensive), unnecessary takeovers (big is beautiful even if there is not very 
much vertical and horizontal integration), company jets, etc. 

o Too much "politically correct" risky and often unprofitable lending. 

o Too generous management bonus/share schemes, not linked to specific and total 
profitability. 

o Too many unprofessional and unfocused management decisions, often supported by not 
always properly implemented accounting rules to identify poor/bad debts in time. 
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A hundred years ago people accepted the change-over from gold and silver coins to paper money. 
Now from paper money to digital money? Does the general public really have any say at all in the 
decision to reduce or, eventually, do away with fiat paper currencies in a switch to digital money? 
Apart from the debacle in India in late 2016 more and more governments, with the approval and 
assistance of the (Central) Banking sector, are starting to follow that path, mainly arguing that this 
would reduce some criminal activities (not really proved conclusively) and be more convenient for 
the public. In the meantime, who really benefits in the long term? Not the general public which is 
affected by the digitalisation of money as follows: 

o The increased impact of Banking systems' downtime and outages, 
o The increased potential for digital hacking, fraud and stealing. 

o The potential facilitating of substantial fraud and crimes by the Banking system itself (LIBOR, 
the sub-prime housing debacle in 2006/2008, especially in the USA, money laundering, etc.), 
o The potential loss of personal data and privacy: all business to be done via debit/credit cards, 
o Becoming an arm of the government (constant surveillance, taxation, seize and freeze 
wealth? 

o It would be easier for Banks to misallocate/misuse deposits to "bad, risky creditors" without 
any real risk to the Banks ("too big to fail"). Moral failure, 
o Admin, and bureaucratic interference by Banks enforcing their own rules and interpretations, 
charging more Bank commission, etc. onto captive customers. Choices are made for us. 
o Bail-outs and Bail-ins of Banks would be easier to implement. 

o The lack of choice and inconvenience because of the constantly reducing number of Bank 
branches and ATM's facilities and the limiting of cash amounts which are allowed to be 
withdrawn (and taken across borders). 


Under the auspices of the political and (Central) Banking sectors, we see that 
in the war on cash, more and more individuals in still more countries are 
lately gradually barred from using cash in many different ways and forced in a 
digital, tracking system operated by the Banks. Conclusion: everything 
becomes even more rigged once real and fiat money no longer exist, trapping 
us inside a "form of debt slavery", fake money, fake news and highly suspect 
information. In a sense one could say that Central Banks continue pumping 
imaginary money into imaginary markets to raise imaginary prices! Walls are 
being built around us via monetary restrictions, taxation, debt and 
protectionism of large corporations. The consumer's choices are slowly 
reduced in exchange for so-called security and convenience! 
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There are other, even more frightening aspects which have developed recently. Especially since the 
2008 Credit Crisis (a Bubble which died of too much bad credit and crashed because of too much 
money fraudulently lent under false pretences, similar to today) the Banks' top management has not 
been held accountable for its numerous mistakes and fraudulent acts made, although some big 
Banks paid very substantial fines totalling $321 billion without admitting guilt or having one 
executive in the US and many other countries jailed (unlike in Iceland). These fines were of course 
indirectly paid by the shareholders of the companies concerned who received less dividends and 
finally by the general public which sooner or later had to cough up through higher fees and 
government taxes, to save the "too big to fail banks". But we should also remember that Banks are 
allowed to write off the fines as expenses, reducing income and in turn taxes paid. 

This is also applicable to the huge legal fees paid to fight the many long and expensive court cases, in 
the end affecting, through higher expenses and reduced profits, the final tax due but also less money 
available for better salaries for the majority of employees, etc. On the contrary, as soon as profits 
were made, facilitated by substantially, artificial lower interest rates and huge "money printing", 
billions of dollars were paid in bonuses and share options, etc. to the same top management 
responsible for the mess. This would encourage continuation of risky behaviour, bordering on 
gambling in many ways, not least by way of derivatives. Banking business therefore continued as 
before, setting a bad precedent and a zero deterrence for future similar actions! 

These past 8 years or so, while savers, some investors and many insurance companies suffered 
because of the repression of interest rates by the Central Banks, it is becoming very clear lately that 
another vitally important sector of the economy, the Pension Fund industry, is gradually being taken 
to the cleaners. Most pension funds in the USA are becoming terribly underfunded, not least as they 
now have to invest in quite risky assets (internet stocks, commercial mortgages, low interest bearing 
bonds and others). Unfunded obligations in the USA went up from US$292 billion in 2007 to US$1.9 
trillion plus in 2017, but in reality this last figure is possibly over US$6 trillion based on the present US 
Treasuries yields. Is there any truth and honesty in the public pension math by auditors, actuaries, 
etc.? Should the stock markets fall by 10% or more and remain there for some months, almost all 
pension funds would blow up with terrible consequences. A warning in this connection could be the 
soaring marginal debt (cash borrowed to buy stocks) which is at present the highest it has been since 
the dot.com crisis of the year 2000 and the housing boom/bust in 2007. 

One of the main functions of the financial sector was for a long time to be the medium between 
creditors (savers, both corporate and individuals, who are owners and not just risk taking investors, 
Pension Funds, Insurance Companies, etc.) and debtors (especially all governments by way of 
sovereign, state, county and municipal bonds, some corporations by way of corporate bonds, and 
individuals by way of Bank loans, mortgage bonds, auto loans, study loans, etc.). Risk taking investors 
turned numerous times into speculators and finally gamblers, very often supported by irresponsible 
leveraging and too generous credit. Unelected top officials at Central Banks and a large part of the 
big general finance and Banking community decided almost unilaterally, although supported by many 
politicians, especially in the 21 st century to alter the previous equilibrium by beginning the financial 
repression of creditors, i.e. savers, through starting QE's, ZIRP and now NIRP world-wide and favour 
debtors, thereby bringing the global economy into mortal danger by this so-called "temporary 
experiment", beneficial for the few but detrimental for the many. 
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The question arises today, do we know how responsible and honourable the Banks are which we 
entrust our deposits to or have dealings with? As a matter of fact, by way of various new Banking 
laws/actions (Cyprus, EU, etc.) enacted these last few years, our deposits are now only considered as 
"loans" to the Banks, becoming their assets. In the case of serious Bank or national financial trouble 
one could lose most of one's deposits above a certain so-called minimum secured portion, while 
thereafter a relatively small daily amount of cash withdrawal (at ATM's or Bank branches) might then 
be allowed, for a shorter or longer period and/or only on specific days and specific ATM's/branches. 
In the meantime, possibly also as part of the "war on cash", Banks are globally reducing the number 
of their branches and ATM's - ostensibly to save expenses, but not necessarily in the best interest of 
the general public. Also, by outsourcing our mortgages or other financial instruments without our 
specific prior authority we lose control in that way too. 

Overall, whether by way of constant central planning by governments, big corporations or banking 
actions, the end result of this ongoing trend is a clear loss of our own responsibility, freedom and 
liberty, a freedom that we have become accustomed to especially in the second half of the 20 th 
century. One can ask the question: is the "old world order" in such a crisis that it could implode or 
explode at any time or, alternatively, just fade away? It would perhaps be much better to investigate 
the creation of a whole New World along a completely different and better path? We are at present 
in effect on a US dollar standard with the Federal Reserve in the USA virtually acting as a global 
Central Bank, amongst other by way of "liquidity swap agreements" to lend newly created US dollars 
to other Central Banks around the world. The international Central Banking cartel is developing into a 
single world monetary policy, paving the way for a single world government. Global addiction to ever 
greater amounts of US dollars, easily accessible at low interest rates, unfortunately encourage booms 
and busts and an erosion of the purchasing power of the US dollar and many other fiat currencies. 

In the meantime the Fed. Reserve and other main Central Banks have been propping up zombie 
banks and dead companies on a huge scale which is clearly not the best way to go as there is, since 
nine years of QE, ZIRP, etc. nothing to show for it economically except constantly increasing, 
staggering amounts of debt of reducing quality! One conclusion we should come to is to completely 
overhaul this dangerous house of cards urgently before its collapse. 

Notwithstanding thl enormous power of vested interests, the first step would be to open up thl fed. 

Reserve (and eventually also other Central Banks) to official public scrutiny by passing a law to audit 

the Fed, so as to get a good insight in the scope of the Fed.'s interventions in the world Banking system, 

MONEY CREATION AND ITS PRICING, ETC. ( AS PER 29TH MARCH 2017 BILLS ARE BEING PREPARED BY THE US CONGRESS 

accordingly). If that is not done, the present despotic regime will surely eventually result in a single 

world fiat digital currency regime, perhaps much sooner than we all think. The latest situation in India 

comes to mind. The second step would be to properly control the Fed, with full accountability 

FOLLOWED SHORTLY BY ENDING THE FED. AND THE GLOBAL CENTRAL BANKING CARTEL. THIS SHOULD SUBSEQUENTLY 

LEAD TO THE OPENING UP OF A FREE MARKET IN MONEY BY ENDING THE STATE AND BANKING MONOPOLY OF MONEY 

CREATION. Sound money principles would end legal tender laws and give FREEDOM TO THE people to use, 

SAY, GOLD, SILVER OR BITCQIN AS THEIR PREFERRED MEDIUM OF EXCHANGE. A FUNDAMENTAL REASSESSMENT OF THE 

GLOBAL MONETARY ORDER IS URGENTLY NECESSARY! 
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D. The scourge of Corruption. 

From Greek mythology 500 B.C.: "Hermes was the god of trade, invention and commerce but also of 
thieves ("cunning") and travellers". Interesting combination? 

Corruption of many different kinds has been with us almost for ever and unfortunately is found all 
over the world. A very brief definition would be: "The dishonest or unethical conduct by a person 
entrusted with authority to obtain personal benefit" (Wikipedia). In a sense one could just call this 
"stealing" which in turn would mean "taking something from someone else for personal use without 
the owner's permission". Sometimes corruption is quite clear, almost like a good/evil or 
unselfish/selfish situation with a strict borderline, but often the borderline (on purpose or by 
tradition) is blurred and is denied, explained or even encouraged as "everyone is doing it" or 
"without it we cannot survive". So-called "sharp" sales practices might morph into "undue influence" 
and from there to bribery. The term "caveat emptor" or "buyer beware" warns the purchaser, but 
what about the seller's responsibility (e.g. the unethical selling of "derivative" products)? 

Some examples of the way corruption is used on a daily basis. 

o Political corruption: the illegitimate use of public power for the benefit of private interests, 
o Political and legal corruption: power/authority is misused under the cover of the law. Those 
in power often have the ability to make laws for their own protection and misuse, either in 
advance or even in arrears. 

o Commercial/industrial corruption: dishonest or unethical conduct by a person or persons in a 
business environment, entrusted with authority to obtain or give personal benefit. Some 
forms would be bribery (who is more guilty, the person offering it or the one receiving it?), 
embezzlement, theft, fraud, extortion, blackmail and others. These would most of the time 
be disguised as so-called commissions or other (official) inducements, 
o Different scales: petty corruption between two people or big corruption on a large scale, 
such as between governments, big businesses, etc. The eventual impact would differ, 
o In many cases corruption is of course a symptom of organised crime, more the rule than the 
exception. 

o An indirect way of corruption would be to give the benefits not directly to the person(s) 
themselves but to hide the parties' concerned by involving third parties, special 
"foundations", family or friends of the beneficiary in the same or a foreign country, 
o The degree of corruption is also often linked to monopolistic conditions in a country or 
specific economic sectors. 

o Cronyism corruption is sometimes quite difficult to spot, such as in the "revolving door" 
policy between politicians and business leaders, most of the time linked to services 
previously rendered by the politicians who would receive cushy jobs on leaving politics. 
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Usually one party to the corruption "wins" and the other "loses", sometimes both win or both lose 
but even in that last case, there would normally always be a third party who suffers or gains. In many 
nations corruption is so prevalent from the very top down to every individual of the general public 
that it has become part of everyday life and is embedded in the structure of society. Most of the time 
corruption would then be considered an additional tax for doing business in that country and would 
be extremely difficult to stop, more often than not causing a much lower economic productivity and 
standard of living than would otherwise have been the case. 

One could say that the different forms and the intensity and use of corruption occurring in different 
nations is possibly linked to their moral culture, customs, the importance of a clear system of ethics, 
but also to the existence and enforcement of integrity laid down in laws and regulations. 

It would be vitally important for a government to establish a clear culture of ethical conduct from 

THE TOP DOWN (RECENTLY EVEN SOME HEADS OF GOVERNMENT WERE OUSTED BECAUSE OF CORRUPTION) TO ALL THE 

LEVELS OF SOCIETY FOR A PERMANENT CHANGE IN THE ATTITUDE TO CORRUPTION BY SETTING A GOOD EXAMPLE. IF NOT 

DONE PROPERLY, PEOPLE WOULD ALWAYS WEIGH UP THE POTENTIAL GAIN TO BE HAD IN CORRUPTION COMPARED TO 

THE POTENTIAL PENALTIES AND THE LIKELIHOOD OF BEING CAUGHT AND PROSECUTED. RELATIVE LAWS AND REGULATORY 

AGENCIES SHOULD THEREFORE BE SEEN TO BE EFFECTIVE. A GENERAL SOLUTION HAS BEEN FOR GOVERNMENT 

CONTRACTS AND/OR BUSINESS CONTRACTS TO BE SUBJECTED TO OPEN BIDDING OR "AUCTIONS" BEFORE 

AUTHORISATION. 


The subsequent allocations, stating the names of the decision making person(s), should be open and 
above board. Full accountability thereafter should always be enforced, both legally and in practice 
for all to see. One could describe a potential solution as having both internal aspects, such as working 
for a change of mentality/ethics/culture and external aspects, such as improving the general living 
circumstances and working conditions, better wages/salaries, legal enforcement, etc. 

Actually each business and government department could establish their own rules, sometimes 
written or unwritten. In the Commercial Bank I worked for in the 1960's and 70's it was customary to 
follow the guideline: if a client wished to thank you by giving, say, a bottle of wine or whisky at 
Christmas, that would be o.k. However, if one or more cases of wine or strong liquor were given or 
other big gifts, that would not be o.k. and be considered as trying to influence past, present or future 
special "services", mainly in the field of loans/overdrafts with or without collateral security. In that 
case the approximate low monetary value of the gift was taken as the line separating a nice thank 
you from corruption and potential undue influence. 
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E. Job Creation and Destruction. 

If you had the choice between owning a company employing 200 people and one employing only 2 
people but with a somewhat better profitability and growth future, which one would you choose? 
Most of us would probably choose the second company: less salary expenses, less management time 
necessary, easy to run with increasing profitability and growth prospects - what is there to choose? 
All positive aspects for the shareholders/owners are standing on green! This signifies the almost total 
importance investors/managers etc. attach to profits and growth and reducing expenses, thereby 
losing sight of other, possibly more important and longer term aspects? How did we get to this, 
virtually world-wide, selfish view by the business world? 

Initially one of the most important driving forces of a business is the struggle to survive, then to grow 
more profitable over time, finally to expand and then to avoid a downturn. One could compare this 
trajectory to that of the average human being: to survive the intake of air, food and liquids, then 
shelter etc. is paramount. However, should this become the only constant in one's life, the common 
saying applies: do we eat to live or live to eat? Our wrong decision in that case has hastened all the 
present global problems with diseases caused by overweight/obesity. Would this not also be the 
situation of the general business world, i.e. that we concentrated too much and too long on the 
wrong issues and thereby assisted in expanding the overall mess we are in? 

Instead of judging a business only or mainly on its profitability and turnover (and consequently low 

expenses), surely also employee expertise and low staff absenteeism and turnover, product quality, 

INNOVATION, ETC. SHOULD COME MORE AND MORE TO THE FORE WHEN GRADUALLY ALL OF THE VARIOUS NINE 

STAKEHOLDERS, AS MENTIONED UNDER B) ABOVE, WILL BECOME AFFECTED AND INVOLVED? SHOULD ALL THE 
DIFFERENT RESPONSIBLE PARTIES, SUCH AS POLITICIANS/LAWMAKERS, FINANCIAL AND BUSINESS LEADERS, 

TECHNOLOGICAL, SOCIAL AND ENVIRONMENTAL ORGANISATIONS NOT CHANGE RAPIDLY TO A MEW WAY OF THINKING: 

BECOME MORE PRODUCT QUALITY AND LABOUR CENTRED (COOPERATIVES?) AND ENVIRONMENTALLY CONSCIOUS, 

SUPPORTING NOT JUST BIG BUSINESS BUT ALSO SINGLE PERSON BUSINESSES AND ESPECIALLY THL MAIN JOB CREATORS, 

THE SMALL AND MEDIUM BUSINESSES? THE SOLE OBSESSION WITH GROWTH AT ANY COST WOULD BE REPLACED WITH A 

MORE PRODUCTIVE AND DISTRIBUTIVE, FRIENDLY, EFFECTIVE, INNOVATIVE AND ALL-EMBRACING DIFFERENT SOCIAL 

FOCUS, BENEFICIAL FOR ALL PARTIES, PROBABLY RESULTING IN LONGER TERM VIABILITY, LESS ABSENTEEISM AND STAFF 

TURNOVER ALSO TAKING INTO CONSIDERATION PAYING EMPLOYEES PROPER REMUNERATION. IN MORE GENERAL TERMS 

WE SHOULD LOOK AT BOTH FORM AND CONTENTS, QUANTITY AND QUALITY, PROFIT/TURNOVER AND USEFULNESS, 

INDIVIDUAL BENEFIT’ AND SOCIETY BENEFIT BY TARGETING COOPERATION, BALANCED DEVELOPMENT AND PROGRESS 

RESULTING IN THE END IN WIN-WIN SITUATIONS FOR ALL CONCERNED. 
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What about the destruction of jobs causing unemployment, even if people want to work but can't 
get a job? Unfortunately for most business leaders, the cause of joblessness is almost always linked 
to government programs, Central Banking and Banking mistakes and misallocations (often bringing 
about business cycles booms and busts, inflation through money creation, etc.), supported regularly 
by enthusiastic big corporations' monopolisation and cartel forming. The following are some 
examples: 

o Minimum wages. Sounds good for employees, but may result in less employment for those 
willing and needing to work for lower wages. Automated systems are usually not just 
becoming payable by improved productivity or cost effectiveness but very much because of 
the governments decrees making minimum wages overall too expensive, 
o Payroll taxes, such as Social Security. If considered too expensive for the employer because 
of the monetary and administrative costs, these will affect the marginal costs to hire new 
employees and thus reduce overall employment, 
o Unions. If governments force businesses to hire only union workers, non-union workers are 
discriminated against and might become permanently unemployed, 
o Employment protection laws are supposed to protect employees. If too heavy, employers 
could decide to hire less employees or even not to hire them at all (automation), 
o Working conditions are also meant to improve the position of workers. If too onerous for 
employers, these could result in the end in less employees being employed, 
o Comparable worth: equal pay for different economic sectors could start an unemployment 
shake-up. 

o Licensing, rules and regulations are causing the establishment of legal conditions and barriers 
to undertake certain jobs. Are these to protect consumers (in order to gain political votes) or 
to raise a competitive barrier for newcomers, thus reducing employment? 
o Not properly targeted unemployment insurance. 

o Interfering (perhaps with good intentions) in the workings of the free market, such as trying 
to encourage employers to make full time workers of part time workers or to make rules as 
to who is a self-employed business and who just a part time employee. More often than not 
the end result is the exact opposite of what was originally intended! 
o Many governments, with the assistance of their Central Banks, are aiming to encourage a 
weak currency. While this might initially support exports, becoming more competitive to 
some extent (until other nations start doing the same and the comparative advantage is 
lost), this doesn't automatically promote jobs in the long run but results in more inflation. A 
nation is actually better off with a strong currency as it attracts foreign capital investment 
which in turn creates jobs if invested in the real economy. 
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How to balance the interests of all different parties fairly? The more centralised control is applied, 
the less the free market will be able to fulfil its important productive role. In most cases, the 
unwritten Law of Unintended Consequences, caused by ignorance or lack of proper preparation 
(including not asking all stakeholders for their input, especially those most affected) by the 
lawmakers, starts to appear very often and quickly, where after any changes to or cancellation of 
such a law are quite difficult to bring about, due to denial, stubbornness, hating to lose face and/or 
admitting of mistakes, etc. by the lawmakers. The relative law, even though eventually found to be 
detrimental, especially for the persons it intends to help, could very well stay on the books for a long 
time and do much unintended damage! 

As the saying goes, if you want more OF SOMETHING, LEAVE it to THE FREE MARKET or if very important, 

SUBSIDISE IT WISELY BUT IF YOU WANT LESS OF SOMETHING, TAX IT OS REGULATE IT. 

However, to provide a subsidy just to save a particular old corporation or business sector (as some 
covert social security), even in order to save jobs, is normally receiving wide public support but will it 
subsidise perhaps in reality old and idle capacity to prop up a losing business which should actually 
rather be closed down? Would subsidy (or tax breaks) not be more effective if used to encourage 
innovative new technological companies or train workers in high value-added jobs assisting them to 
adapt to change? 

Does technology, including robotics, destroy jobs in general or just change old jobs into new ones? 
This has been a point of interest for at least 200 years because overall technology created painful 
disruptions as time went by. However, even though numerous old jobs disappeared, many new jobs 
have been created. The internet for instance destroyed many jobs but created more jobs than it took 
away which resulted in the need for people to be re-schooled. Most of the jobs we know today did 
not exist ten years ago. 

Technology apparently does not destroy employment but frees capital from obsolete sectors to new 

SECTORS, IMPROVING THE QUALITY OF LIFE OF MOST AND CREATES MUCH MORE DIRECT AND INDIRECT EMPLOYMENT. 

Actually, technology does not destroy jobs but politicians, regulators, big finance and the old vested 

INTERESTS OF BIG BUSINESS DO BY WAY OF FAVOURING POLICIES AS MENTIONED UNDER A) ABOVE. 

It is understood by many that technological/automation capitalism causes a loss of jobs through 
outsourcing to other countries with, say, cheaper labour or lighter taxes, resulting again in less 
political power and wealth for labour with as end result social upheaval of the man in the street, 
destruction and impoverishment in the country of origin, in some cases leading to tyranny. The 
powers that be might then, to counteract that impact, try to introduce some form of 
technological/robot socialism. As automation should improve productivity and, if that is owned by 
the 5% rich elite, more income would flow to that small number. 
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Another "solution" politicians regularly look at is often the following. In order for prosperity to be 
widely distributed, wealth should be owned by the many (the so-called 95%), therefore arrange for 
less monopolisation by the few (the 5%) and redistribute wealth to the many. When taking a closer 
look, we discover that wealth inequality is usually not caused by automation but by the politicians' 
regulatory conditions and policies, again benefiting mainly a small group of elites, and by way of 
inflation, currency printing, encouraging monopolies and others. 

In the end the real solution to increased employment should be for the government to start 

REGULATORY REFORM, DEREGULATION AND ANTI-TRUST ACTIONS, ENCOURAGE A SOUND CURRENCY, ALLOW MORE 

FREEDOM AND EASE TO START A NEW BUSINESS, LEVEL THE PLAYING FIELD FOR SMALL AND MEDIUM SIZED BUSINESSES, 

SUPPORT MORE FREEDOM BY ROLLING RACK THE ADMINISTRATIVE STATE BUREAUCRACY, IMPROVE THE 

INFRASTRUCTURE. RESPECT THE FREE MARKET MORE AND ENSURE A GOOD STANDARD OF LIVING FOR ALL, ESPECIALLY 

FOR LABOUR AND THE MIDDLE CLASS. IN A NUTSHELL, TECHNOLOGY DOES NOT DESTROY JOBS BUT POLITICIANS DO 

TOGETHER WITH BIG FINANCE AND VESTED INTERESTS. 


What about the inequality between the free-market nations and the crony-capitalist and socialistic 

nations? Thirty five years ago half the people in the poorer nations of the world lived in extreme 

POVERTY, WHICH HAS RECENTLY SEEN REDUCED TO 21% AND WITH IT A HIGHER LIFE EXPECTANCY. BUSINESS 

DEVELOPMENT OF GLOBAL MARKETS HAS LESSENED POVERTY AROUND THE WORLD, EVEN IN CHINA AND INDIA WHICH 

ADOPTED A REGULATED CRONY CAPITALISM AFTER SWITCHING FROM SOCIALISM. IN THE MEANTIME SEVERE POVERTY 

HAS DISAPPEARED IN MOST INDUSTRIALISED NATIONS, INCLUDING SOCIAL DEMOCRACIES LIKE GERMANY AND SWEDEN. 

The anomaly of course still exists of the governments of the rich (relative to most of the poorer 

COUNTRIES, SAY IN AFRICA) WEST, INCLUDING THE EU, JAPAN AND THE USA, KEEPING THE NATIONS IN AFRICA POOR 

BY WAY OF LEVYING MUCH HIGHER TARIFFS/TAXES ON, FOR INSTANCE, PROCESSED FOODS THAN ON THE RAW PRODUCE. 

poor Subsistence farmers growing cacao in West Africa export mainly the unprocessed cacao beans to 

THE WEST AGAINST A NIL PERCENT DUTY FREE TARIFF, AS PROCESSED COCOA POWDER IS CHARGED A 7.7% AND COCOA 

BUTTER A 15% AD VALOREM DUTY BY THE EUROPEAN UNION. THIS STIFLES ECONOMIC DEVELOPMENT IN THE POORER 

PARTS OF THE WORLD AS THE OPPORTUNITY FOR CAPITAL AND TECHNOLOGY TO BUILD SKILLED HUMAN CAPITAL BY 

PROVIDING WORKERS WITH HIGHER PRODUCTIVITY AND WAGES IS NOT SUPPLIED. THE RESULTS ARE THAT THE RICH 

WESTERN GOVERNMENTS, BY WAY OF PROTECTIONISM AND HIGHER TARIFFS/TAXES CAUSE LESS FOOD PROCESSING IN 

Africa which in turn means less competition for western factories and finally higher prices for western 

consumers' Easter eggs and bunnies! This is not just applicable to cacao but also to coffee and many 

OTHER PRODUCTS. THE SOLUTION IS OF COURSE NOT TO BOYCOTT CHOCOLATE, ETC. BUT TO GET GOVERNMENTS TO 

CANCEL ONEROUS TARIFFS! 


In the USA the labour force participation rate of men came down from 66% in 2008 to 63% in 2017, 
but especially in the category of men aged 25 to 54 the rate went down from 96% in 1968 to about 
88% now, way below almost any of the 22 developed nations, including the Southern European 
nations. Of the many non-working men 57% are on disability while 71% of today's youth aged 17 to 
24 are ineligible for military service duty due to a lack of basic reading and writing skills, obesity and 
diabetes. We should keep in mind that a crisis delayed is not a crisis cancelled. 
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Chapter I: 

A collection of practical general guidelines/ideas for business leader 

The undermentioned guidelines have been in general use for quite some time in different parts of 
the world by small, medium and even large corporations. Although technology has developed very 
rapidly over the past three decades or so, the basics of starting, running and developing a business 
are still very much applicable and in constant use and no doubt will also be used in a future New 
World. 

Depending on the reader's needs and present stage of development, these essays are offered as a 
possible initial starting point with potential for further development enquiries over time 

1). Starting your own business?* 

A checklist of initial questions to ask and investigate would include: 

o WHAT are you going to make/sell/offer (service)? This is the area of thinking and 
comparing "ideas". Decide on the business name. 

o WHO will be the owner(s)? Are experience and skills available? If not, you will first have 
to acquire these (for instance consider to go for a three or six months apprenticeship) 
or buy them (employing knowledgeable people). Is the necessary finance available? If 
not, you have to buy this (please see under Action Plan 2) below). 

o WHERE will the business be located? Importance of location, location, location! 
By moving some facilities overseas, could the costs of production be lowered and sales 
be increased? 

o WHEN will the business start? Preparation time is necessary, but also target its timing, 
for instance by opening a new shop say two months before the Christmas Season. 

o WHY begin the business? Motivation? (Just to survive and make money?) Values? 
Mission statement? 

o HOW to start up? Consider the right legal structure: start as a sole ownership, 
partnership, closed corporation, (Pty) Limited or Limited company? 


Taking over an existing business? Starting as a franchise? Keep in mind that, for the 
advantage of receiving start up training, permission to use a franchised name and some 
advertising assistance, one often pays a hefty franchise fee of 10 to 15% of turnover (NOT of 
net profit) and possibly an agreement to buy some or all stock from the franchisor at his laid 
down prices. 
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ACTION PLAN 


1). Choose a good source of professional advice (auditor/accountant - attorney - Bank) to 
assist you with the business registration/licensing and possibly with drawing up a proper 
Business Plan (see separate article under "Business Plan") etc. 


2 ). If the owner(s) doesn't have all the necessary money, he/she may have to obtain this by 
taking in more shareholders or borrow the money. In that case the following is needed: 

o Preparation: draw up a proper Business Plan (for more information please see 
the separate article under the heading "Business Plan"), 
o Some sources of finance would be: 

a) Long term (normally longer than 3 years, mostly used to finance fixed assets). 

o Equity from owner(s). Return on capital invested would be from dividends 
(generally only paid from profits) and/or from an eventual capital profit on 
the sale of the shares/business. Adequate personal contribution by the 
original 

owner(s) is vital, which would encourage financial backing from outsiders 
(venture capital or loans), 
o Long term loans from owners/shareholders. 

o Long term loans from family and friends (often secured against assets), 
o Long term loans from Venture Capital Providers, Banks, Hire 

Purchase/Leasing/Factoring companies, etc. (often secured against assets). 

If possible, build in the written lender's consent to accept early repayments, in part or 
whole, free of penalties and/or option to roll over at the end of the period. Carefully 
consider present and future costs of fluctuating interest rates against fixed interest rates. 

b) Medium term (usually from 1 to 3 years, mostly used to finance some liquid assets such as 
vehicles and furniture). Sources as under a) above, often secured against assets. 

c) Short term (repayable within one year, mainly used for short term working capital 
requirements only, often fluctuating on a daily basis). Often secured against assets. 

o The cheapest form is usually financing from one's creditors. Negotiate 
suppliers' finance repayable after 30, 60 or preferably 90 days but keep in 
mind possible extra interest costs and compare its final cost to the benefit of 
paying cash (any cash discounts?). Don't abuse this type of finance as that 
may cut your credit line, not just with the one but maybe many more 
suppliers once you get a bad name. 

o A fluctuating Bank overdraft. Interest cost (based on a Bank's prime rate plus 
a small percentage) is normally higher than medium- or long term fixed loans 
but its advantage is its link to one's day to day cash flow needs (interest is 
calculated on the daily outstanding balance), 
o Debt factoring, provided by a factoring agency making cash advances against 
firm sales in the form of invoices. Repayment comes when the debtor pays 
the invoice(sometimes direct to the factoring agency but preferably to you). 
Because of its high cost, this type of finance should only be considered last. 
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d) Grants, allowances, rebates, tax incentives. 

o Some cities, provinces or countries give cash grants to persuade a business to 
locate in a particular area. This may be to compensate for: distance from one's 
customers or source of supply and/or low grade infrastructure, such as roads, 
water, telephones, electricity, sewerage, etc. and/or lack of skilled labor 
and/or the cost of attracting skilled managerial employees, 
o De-centralization grants, 
o Transport, harbor, electricity rebates. 

o Housing/travel allowances or rebates on the interest on mortgage bonds, etc. 
o Staff training cash grants or tax allowances/rebates, 
o Lower tax rates or no tax payable for a certain number of years, 
o Relocation grants. 

o Preference on tenders to government, etc. 


3). Depending on the type of business, whether manufacturing and selling 
produce/products/articles or services) or just selling only, it is vital that one is familiar with 
the product offered. 

a) Is there a market? Establish its size and geographical and sociological distribution. 

o Target only your potential customers. Widespread advertising coverage is 
rarely cost-effective, especially for the small business owner. Initially your 
business may be restricted to one town. Study its population and other 
business activities to see if there will be a market in that particular location 
for your product and what your competition will be. Looking at 
government/municipal statistics and information and local newspapers and 
the internet will help. 

o Is there a trade association which deals with the product/service you intend 
to offer? 


b) Establish a price for your product(s)/service(s). 

o You need to make a reasonable profit (see separate article under "Pricing 
Policies"). 

o Current market prices will initially impact the prices you can charge, 
o Estimate the competition's reaction. 

o Has the product/service concerned been copyrighted/patented? 
o Is the product/service soon to be overtaken by changes in technology? If so, 
what is the business' long term future? Will a warranty/guarantee be provided 
for your product? Consider taking out product/liability insurance. 
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4) . Employ the right people. 

a) You may wish to do the advertising and interviewing of potential personnel yourself, 
which would cost you time and money, or you could make use of an employment 
agency who might charge anything from 10 to 15% of the new employee's first year's 
salary package as a fee. 

b) Don't underestimate the time, skill and care needed for successful staff interviewing and 
selection. 

c) Some important points: 

o What is the level of technical expertise required? What educational 
qualifications/skills/experience are required? Necessary diploma's, etc. handed in? 
o Loyalty to previous employers? Frequent previous job changes? 
o Evidence of the candidate's existing salary and how it compares with the package 
you are offering. 

o The candidate's long-term aspirations? 
o "Sell" your business and career offered. 

o After the interview, check up on references if the candidate's prior consent was 
given. Ask previous employer: "would you re-employ him/her?" 
o Send a written employment offer to the successful candidate (but consider its 
wording carefully: it forms part of the basic contract of employment), 
o Inform all unsuccessful candidates as diplomatically as possible - you may still need 
them some time in the future. 

o Try from the outset to keep staff turnover at a minimum. 

5) . Premises. Where will the business be located? This depends on one's needs, 

a) Keep in mind the following: 

o "Location, location, location" are the most important things in property. Your 
premises probably represent your most important investment in advertising 
in terms of the location and external and internal image of the premises, 
o Do you expect frequent visits from customers or suppliers? Do you have to 
provide ample parking? 

o Do you need high visibility: will your business attract passing trade? 
o Where do most of your staff members live? Relying on public transport? 

If they use their own cars, do you need to provide parking? 
o Are you required to portray a particular image of professionalism or sound 
financial standing? 


b) Finding suitable premises is often most easily done through a firm of Estate 
Agents/Realtors or advertisements in local newspapers and the internet. As it is likely 
that the Estate Agent's commission is being paid by the landlord, remember that the 
Agent may well be more on the side of the landlord than yours. 


c) Premises may either be purchased or leased (rented). Purchasing a fixed property ties 
up a substantial amount of capital and may be less flexible as it is usually a much 
longer-term commitment than a lease. Being often of a specialized nature, a purchased 
property may take a long time to sell if one decides to move to another location, while 
naturally potential losses or profits of a capital nature on selling would also play a role. 
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d) Are the premises' facilities adequate? Consider also: 

o security, which is becoming more and more vital all over the world, would 
also influence the cost and availability of insurance; 
o proper access; 

o provision of essential services, such as gas/electricity, water, waste disposal, 
energy efficiency, sound and thermal isolation; 
o in many countries and cities, especially in the developing world, regular black¬ 
outs and brown-outs could be disastrous for one's business; 
o flexibility of design (room for expansion may be needed at a later time); 
o does it suit the requirements of your business, such as height, floor areas, 
etc.? 


e) Before you sign a Lease, read it carefully and always consult an attorney and possibly 
an accountant, as it is a big commitment. All terms of the Lease are usually negotiable. 
These are influenced amongst others by the state of the property market at the time 
and the negotiating abilities of the parties involved. Negotiate especially: 

o a lower initial rental, 
o reduced annual escalations, 
o a certain rent-free period, 

o payment by the landlord for improvements or refurbishments to the 
property, 

o payment of some or all of the cost associated with the property (such as 
security, maintenance, etc.). 

f) Some important points to always check in a Lease are: 

o it should clearly define the extent of the rented premises (preferably with a 
plan); 

o the terms of the Lease: a long Lease may reduce flexibility (although on the 
other hand securing tenure) and, if one should wish to leave the premises 
before due date, the financial costs could be high. It might be preferable to 
negotiate a shorter Lease term with an option to renew; 
o who is responsible for insurance, property taxes, maintenance and security to 
mention a few; 

o how do rent, rates and services charges (per square meter), annual 
escalations and rent review clauses compare with other similar premises; 
o does the proposed use of (your rented part of) the building not infringe any 
terms of the Lease? For instance light industry in a building zoned for 
commercial or office purposes only; 

o normally one month rental as a deposit is to be paid up front and you may be 
asked to sign a personal guarantee; 

o a verbal Lease, binding on both parties, even though perhaps recognized in 
law, should be avoided at all cost to avoid future misunderstandings or worse; 
o does the Lease permit an assignment or the sub-letting of the premises? 
Many Leases do not allow this. 
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g) Have someone enquire if the building of your choice complies with the fire and safety 
regulations, town planning and other regulations and other Acts, such as a Health and 
Safety of Work Act. 


h) Look at the tax implications of your choice of premises. Payments under a Lease are 
fully deductible for tax purposes. Allowances are sometimes given on certain buildings. 
A certain development area may attract special incentives/allowances. See also under 
2) d) above. 


6). Some Advertising and Marketing aspects to look at. The secret of successful marketing is 
to know your customers' needs and to know where they are and to contact those people 
you believe to be potential customers, so 

o choose your media carefully (for instance target a specialized product through 
a specialized newspaper/magazine/internet) and 
o direct your promotions at the area you can or intend to supply (e.g. local 
media versus national coverage). 

a) Many different media/methods are at one's disposal as an advertiser (if you can afford 
it, approach an advertising agency): 

o local or suburban newspaper advertising 
o advertising in professional/trade journals 
o national newspaper advertising 

o mail shots and home deliveries (sometimes handbills to car drivers) 
o display posters 
o canvassing 

o sponsoring local community events 
o exhibitions 

o canvassing (although telephone canvassing is not always much appreciated) 
o radio advertising (local or nation-wide) 
o television advertising 
o internet advertising 

o and last but not least, by word of mouth from satisfied customers. 

Choose your methods carefully: it may be better to split one's marketing efforts as, for 
instance, not all one's customers may listen to the (local or national) radio or television, etc. 

b) You are likely to have competition: try to emphasize the edge you have by: 

o a better pricing structure 

o offering improved quality products and/or a better range 
o a better delivery or after-sales service 

o a good complaints solving policy, including perhaps a certain return policy or 
limited period warranties/guarantees 
o listening to clients and staff suggestions for improvements 
o offering cash and/or quantity discounts or, in some cases, offering extended 
credit periods to customers (take care in difficult countries and recessionary 
times to watch out for bad debts). 
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o training staff, especially those on the frontline dealing with the public, always 
o to be very friendly and helpful, to answer telephone calls very promptly 
o and courteously and in general be extremely service-orientated. 


c) Don't get involved in a price war with a major group of companies - you may not win. 
Advertising layouts should be professional. Use a corporate logo or special identity. 
If possible always check feed-back on the advertising results. Obtain and keep as much 
information as you can on the people you sell to. Maintain a marketing plan. 

7) . Take-over opportunities might be considered instead of building up a business from 
scratch. In this connection please also see the separate article under the heading "SOME 
GUIDANCE HOW TO DETERMINE A REASONABLE PURCHASE PRICE FOR A 
COMPANY". 

8) . Franchising is another possibility: it means running a business of your own, but (most 

of the time) selling someone else's product/service. 

a) Starting a franchise operation is not as risky as starting from scratch on your own. You 
may have the advantage of not needing to establish a market for your product or 
service. 

b) The basis of any franchise operation is the franchise agreement. Look at this carefully 
and preferably consult your accountant and attorney before signing. You should 
consider amongst others: 

o Are you technically able to deal with the product/service you will be offering? 
o Is the product/service you will offer an exclusive one or is there competition in 
the field? 

o How much control and assistance (e.g. advertising) does the franchisor 
provide? 

o Try to investigate the financial soundness (and reputation) of the franchisor. 
How long has the franchisor been operating? Check with other existing 
franchise operations their experiences, profitability, and relationship and 
operating methods with the franchisor. 

o For how long is the franchise period and what are the arrangements for 
terminating it and what fees, if any, are then payable? 
o Is it allowed to also obtain similar products/services from other suppliers then 
the franchisor (whose quality or prices may be inferior)? Especially if deliveries 
by the franchisor are delayed or stopped altogether? 
o If the franchisor is operating in a field involving quickly changing technology, 
does he/she have the expertise and resources to keep up with the market? 
o Is the franchise percentage commission payable by the franchisee reasonable 
compared to similar fields? Is it based on net profit or turnover? 
o If the relative products are sourced from overseas, what are the delivery times 
and risks of delays and risks of foreign exchange currency losses? Who would 
be responsible for these? Would any import/excise duties or regulations have 
an impact on the pricing of the product? 
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9). Keeping books and records. Your books and records not only measure your success to 
date; they also provide a basis to forecast future performance. The exact nature of your 
bookkeeping system depends on the type of business that you operate. Although your 
accountant will advise you, these are some basics: 

a) Avoid putting personal transactions through your business bank account, as these will 
cause complications later when sorting out financial statements. 

b) Keep a cash book. This should be divided into headings appropriate for your business. 
For instance differentiate between receipts from debtors and others. Also differentiate 
payments between stock, wages, salaries, services, etc. 

c) Use your Bank statement as a check on your books and records. Reconcile, at least once 
a month, your Bank statement with your cashbook. Keep in mind items on your Bank 
statement such as Bank charges, interest, standing orders and money deposited 
directly into your account. 

d) In addition to your cash book you may need: 

o a petty cash book to record small cash payments; 

o a wages and salaries analysis book to show how calculations were made for 
each employee. Often it is a legal requirement that your employees must 
.receive a pay slip and for you to keep proper records of the amounts paid to 
them; 

o a file of paid purchase and service invoices marked with the date and check 
number, etc. with which they were paid and a separate file for unpaid 
invoices. 

o a file of paid sales invoices in a logical sequence with a note thereon of the 
dates of payment and a separate file of unpaid invoices which you need to 
chase up regularly. 

e) As one's business grows, you may decide to introduce the following: 

o a purchase day book to record all goods bought and details of payment; 

o a sales day book to record all sales made and when the cash was received 
from your customers; 

o a detailed ledger account for each customer and supplier, to keep track of 
how much you owe and are owed. 

f) Either immediately or at some later stage you may decide to computerize your 
bookkeeping system. Get some professional advice which one is best for you. 

g) Allow yourself time on a regular basis to review the information from your accounting 
system. A monthly set of accounts is normally a must. Compare these with: 

o your forecasts or budgets, 
o the results of any previous periods. 

h) Review the gross profit percentage: the trading profit before deducting any overheads 
expressed as a percentage of sales. A change in this ratio may mean that price 
increases in raw materials are not passed on to your customers. 

i) The level of overheads must be critically reviewed. Make your budget as accurate as you 

can and then examine carefully especially items which are out of line. 
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j) Watch your debtors. Should any balances have been paid already? Offer cash discounts 
and penalty interest payable. Chase up those long outstanding regularly and if 
necessary, curtail or stop all credit granted. Are your credit control procedures 
appropriate? Consider first getting credit references/Bank reports on your customers 
before granting credit and/or supplying them. Check an age analysis of outstanding 
debts regularly. 

k) Check regularly on your stock. Are there any old/out-of-date items no longer readily 
saleable? Consider selling these at a lower price or disposing of them, as old stock costs 
money in the form of storage area and administration and, possibly, a wrong picture of 
your business' health. 

l) Are cash flow forecasts being met? If not, determine why. If necessary update your cash 
flow forecast and be sure to see your Bank Manager before he summons you! 

10 ) For an importing or exporting business, see separate article for foreign currency 
exchange risks, etc. 

* With acknowledgement to Small Business Dev. Corp. S.A. 


Wouter van derStok - Springtime 2017 


32 




2). Customer service orientation. The 180 degree turnaround for better insight. 
CUSTOMER SERVICE ORIENTATION 

a) . It would seem advisable to teach frontline employees the following important aspects of 
basic customer service with marketing implications; 

o The customer is never an interruption of our work, but the reason for it. (In a way, 
the customer is paying our salary). 

o We are not doing the customer a favor by serving him/her - the customer is doing us 
a favor by giving us the opportunity to do so. 
o A customer is not dependent on us - we are dependent on him/her. 

b) . General facts about customer service. 

o Dissatisfied customers tell on average ten other people about their bad experience 
while about 12 percent tell this to 20 people, 
o Satisfied customers tell on average five other people about their positive experience, 
o In general it costs five times more to find a new customer than to keep an existing 
one. 

o If 20 customers are dissatisfied with one's service, 19 will not say so directly. 

However, 14 of the 20 will start doing business elsewhere, 
o Up to 90 percent of unsatisfied customers will not buy from you again and also not 
tell you the reason why. 

o In the case of most businesses the quality of one's customer service is one of the 
most important factors to outperform the competition, 
o Often the first 30 seconds of a telephone call or meeting determine its direction. The 
last 30 seconds are vitally important to ensure continued rapport, 
o Good customer service will save the business money. Improved customer service will 
also lead to improved productivity, 
o Most customers are prepared to pay more for better service. 

o Ninety five percent of unsatisfied customers will become loyal customers again if 
their complaints receive prompt attention and are well handled, 
o A good sale represents good service which in turn leads to an eventual increase in 
sales. 

c) . Most customer values can be grouped into three basic human needs: personal 
significance, security and self-worth. Good customer service leads to increased sales. 
Potential customer aggravations: telephone calls not being answered or cut off or 
transferred, waiting times excessive at counters and telephones, no or inconclusive replies 
to e-mails/letters, staff's insufficient knowledge of the business and of the 
person/department best to deal with the query, unsolicited or wrong deliveries, 
bureaucratic incompetence and lengthy delays, corruption, etc. Internationally: some 
countries issue visas/passports within 5 days while others take 5 months! Some take a 
month to register and license new companies, others take 18 months or longer! 
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THE "180 DEGREES TURNAROUND" FOR BETTER INSIGHT 


General 

Over the centuries humanity has been faced with many challenges and often only belatedly, 
after the facts, found some (temporary or partial) solutions. We are often learning quite a bit 
from our ancestors' and our own experiences, including mistakes made, but because of our 
limited lifespan (and sometimes lack of interest or stubbornness or "not taking things 
seriously") much of this falls by the wayside and is often temporarily "lost". As our brains 
facilitate linear thinking, we may have to educate ourselves for instance also by thinking in 
terms of waves, cycles and spirals. In this particular case a way of looking at situations 
(action/reaction) on a 180 degree turnaround basis could occasionally not only be very 
profitable but even be life-saving or at least encourage fresh insights. In other words 
everything is not always as it seems! 

For example: 

1) . I am suffering because of all this bad weather, getting really wet and cold and maybe sick. 
Turned around 180 degrees: there is no poor/bad weather/climate (action) but only 
unprepared clothing/shelter (reaction). As the action side is often outside my control, I 
should concentrate on the reaction side which is under my control and therefore neutralize 
any potential unpleasant developments. 

2) . Because of this terrible economic situation I might lose a fortune (house, investments, 
etc.). Turned around 180 degrees: there is no poor/bad economic situation (action) but only 
my poor foresight/ lack of financial experience/dithering decision making, etc. (reaction). 
Once again, I should concentrate on the reaction side which is under my control and take 
the necessary precautions/make preparations*, as the action side is outside my control. 

*ln this connection it would be interesting to most people to study the famous (more or less 
60 years) Kondratieff "confidence, inflation, credit, interest rates and investment four 
seasons" cycle. Noticing the signs of seasonal economic/financial change and the timing of 
actual reaction taken in conjunction with new/changing trends is important. 

3) . Most people look at the price of gold quoted in US dollars and subsequently quoted in 
the applicable local currency for gold investment purposes. If turned around 180 degrees, it 
shows of course the price of the US dollar and the applicable local currency in gold and 
especially if looked at for longer periods of time, such as 10, 30 or 100 years there is clear 
evidence of the rate of currency depreciation that each paper (fiat) currency has suffered, 
i.e. it is for instance not the price of gold going up but the US dollar, etc. going down. One 
could reason that, while a person has no control over the price of gold (action), by 
concentrating on the depreciating (fiat) currency, the necessary steps to protect oneself 
against such continuous depreciation would be under one's control (reaction). 
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4) . I could be losing investment value (in bonds, stocks, currency, etc.) when, say, a particular 
nation has financial difficulties. Turned around one might say that it is not the financial 
difficulties of the nation concerned (action - outside my control) but my lack of experience 
to monitor and take precautionary steps (shorting, buying a proper Credit Default Swap, 
etc.) that make the difference (reaction - under my control). 

For instance, the cost of CDS exploded from Jan. to March 2010 for the following nations: 
Greece from 49 to 425 (9x), Spain from 14 to 143 (lOx), Ireland from 4 to 149 

5) . Somehow the 180 degrees turnaround could also be looked at in the relationship 
between supply and demand. If consumer demand is up or down, should producers' supply 
be increased or reduced or remain the same? Keep in mind the following: 

o The demand may be fickle and only temporary. 

o Consumer credit may be freely available or become seriously de-leveraged. 
o Consumer demand may become seasonally influenced/subject to new products, etc. 
o Producers' credit maybe freely available or have to be de-leveraged. 
o Producers' costs are rising too much, 
o Producers' potential staff problems. 

The one side maybe outside one's influence/control but then the other side is controllable. 
Sometimes of course demand could be created by a supplier, such as in the case of 
innovation. 

(New or improved technical consumer gadgets: iPhone, etc.). 

6) . In the case of lending versus borrowing one should naturally keep in mind that for every 
issue of credit there is an equal incurrence of debt. Misallocation and/or misuse have two 
sides, namely the creditor's and the debtor's side and their responsibilities. Should an 
occasion arise to look for reforms, as an economic yardstick, one should perhaps check if 
such reforms would encourage people to work more efficiently, save/invest more or offer 
for sale something less expensive and/or at a better quality and/or more environment- 
friendly/healthy? 

7) . When it is difficult to obtain finance, one could try perhaps some of the following 
alternative approaches. 

o Offer to pay a higher rate of interest, 
o Offer a shorter or longer repayment period, 
o Offer more or better collateral security for the loan, 
o Offer to accept a change in the method of payment. 

o Offer to sell part ownership of the company to reduce the extent of the loan, 
o Offer to sell part of the future income stream from a completed project, 
o Reduce the finance needs and/or change/postpone the project. 

OPTIMISM/PESSIMISM: the old decision if a bottle (or similar situation) is half full or half 
empty. The decision is influenced amongst others by one's point of view/mood swing at that 
particular time but eventually also by the direction/trend and by the element of "the passing 
of time", i.e. the subsequent trend and consequences/results of that decision. Finally, 
looking back with hindsight, was anything learned from the experience? 
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While some people might be tempted to compare the 180 degrees turnaround situation to 
the "head or tail" of tossing a coin while looking at two possibilities or solutions, one should 
consider too that between "left and right" there is also the "middle" or the balancing of the 
relative coin on its edge: the mid-way position or mid-way positions (plural). In other words 
not just black and white but a range from dark to light grey and from light beige to dark. 

3). How to determine a reasonable purchase price for a business* 

GENERAL 

Any business valuation normally starts off with a brief background sketch of the present 
economic/financial situation of the business concerned, its history and future expectations 
and place in the relative industry as well as some details of the local, regional and national 
(occasionally global) environment. 

Subsequently a financial analysis of at least three (preferably five) years recently audited 
Balance Sheets, Profit and Loss Accounts, Cash Flow statements, etc. is submitted from 
which the most common ratio's (solvency, liquidity, profitability, turnover, leveraging, etc.) 
should show the business' trend, allowing comparison with other businesses in the same or 
similar industry and giving some assistance to determine its various risk factors. At this 
preliminary stage it might be good to enlist the services of a good professional 
auditor/accountant for additional assistance. Depending on the size of the targeted 
business, it would also be advisable to employ an excellent, well qualified attorney to 
represent/assist you with the negotiations, valuation. Agreement of Sale, Non-disclosure 
Agreement, etc. 


VALUATION 

There are many different ways to determine the purchase price (which could differ from its 
actual VALUE to the purchaser) of a business, such as: 

A) Its net worth (either based on the ruling market value of the assets or their 
liquidation value). Alternatively consider a purchase of just the assets and no 
liabilities. 

B) One, two or three times net profit (normally before tax) annually, say averaged over 
the last 3 years (usually plus the owner's salary and benefits). 

C) An evaluation of a business' existing earnings and its profit potential (represented by 
a goodwill formula) or possibly a mixture of these 3 methods. 

In addition a valuation approach could also be based on (or include) important aspects of the 
business such as special knowledge and skills, patents, innovation experience, position and 
general future expectations. 
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In general, before starting official discussions and obtaining confidential information, it is 
customary for both buyer and seller to sign a confidentiality agreement (NDA - Non- 
Disclosure Agreement) and possibly a Letter of Intent where after, during a "Due Diligence" 
exercise, the seller should furnish all the necessary financial and other information to the 
buyer. Note: the seller should also insist from its side to first be given some (financial, etc.) 
information about the potential buyer's standing, etc. 

A) The value of the stock should be calculated at the cost price (but be aware to deduct 
obsolete or damaged stock) and a stock taking is to be held on the day the buyer 
officially takes over the business. An agreed upon minimum amount should be stated 
in the Agreement of Sale. A list of all moveable assets of the business sold is to form 
part of the Agreement of Sale. All machinery, vehicles and equipment should be 
checked for faults by an independent knowledgeable person and valued preferably at 
the depreciated value, not at the cost or present value, but especially not at the 
"new" market value. 

Normally the creditors and debtors' amounts of a business are not included in the sale (to 
avoid subsequent disputes, etc.). 


For example: 


Stock 

€ 50 000 

+ Fixtures and fittings 

€ 15 000 

+ Vehicles 

€ 20 000 

+ Machinery and equipment 

€ 15 000 

Total estimated selling price 

€ 100 000 


B) For example: 


Annual net profit before tax 

€ 40 000 

+ owner's salary 

€ 20 000 

Total estimated selling price € 60 000 x 

2 (years) 

€ 120 000 


Mixture of A) and B). For example: 


One year net profit before tax 

€ 40 000 

+ stock 

€ 50 000 

+ fixtures and fittings 

€ 15 000 

+ vehicles 

€20 000 

+ machinery & equipment 

€15 000 

+ one year owner's salary 

€20 000 

Total estimated selling price 

€ 160 000 
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C). For example: 

Goodwill, based on extra earning power, could be calculated as: net profit before tax and 

before owner's salary less "average earnings". 

o Average earnings could be calculated as "safe earnings", i.e. how much could one 
earn in a Bank on the amount invested in the business' net assets: say 4% per 
annum on E 100.000 = E 4.000. Add this amount to owner's salary E 20.000 (which 
could possibly be earned outside) = E 24.000 
o Net profit before tax and before owner's salary is E 40.000 

So goodwill would be € 40.000 - € 24.000 = € 16.000 per year. 

Based on 2 years net profit before tax (without owner's salary) plus 2 years goodwill, i.e. € 

80.000 plus € 32.000, the estimated selling price would be € 112.000 

A) and B) and C). For example: 

Based on an average of all 3 methods, i.e. € 100.000 + € 120.000 + € 112.000 = 

€ 332.000: 3 = € 110.700 would then seem to be a reasonable estimated selling price. 


SOME BASIC REMINDERS. 

o Ask for a copy of any Lease Agreement. If it expires within a few months, one 
is likely to be faced with an increase in rent or one may have to look for new 
premises. It might be good to get the written consent of the landlord before 
buying the business. 

o Ask the seller and/or some of its top officials to sign an agreement of restraint 
of trade (for a specific or indeterminate time period), 
o Have all the legal and government requirements been fulfilled? 
o Calculate the outstanding leave pay for all employees at take-over date. Other 
employee benefits (pension fund, medical aid, "golden handshakes" or 
"parachutes") and/or "poison pills" should be taken into account, 
o To assist the initial cash flow, try to convince the seller to accept stock/shares 
in the purchasing business (with a restraint on selling for a certain period) 
and/or partly deferred payment, at a low interest rate, preferably tied to 
minimum performance period (structured earn-out), 
o Are there any unknown contingent liabilities, such as: 

> Unfulfilled contracts? 

> Will key personnel stay on? Obtain management contracts to retain 
their services? 

> Are there any guarantees or obligations (also to Banks or other 
lenders)? 

> Are there any claims, lawsuits or disputes pending? 

If so, the buyer should try to indemnify itself by building in protection against these 
contingent liabilities in the Agreement of Sale. In case of uncertainty about the exactness or 
nature of the targeted business' liabilities it might well be better not to buy the business 
itself but only its assets and no liabilities. 
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A FEW ADDITIONAL GUIDELINES 

o Have you determined why the business is for sale and for how long? 
o Have you seen copies of the owner's tax returns to ascertain his/her income from 
the business as well as written proof of ownership? 
o Have General Sales Tax or other records been used to check the breakdown of 
sales and operating ratios? 

o Do you know how this business compares with its competitors? 
o Is there a wide enough suppliers and customers base? 

o In the case of impact from imports/exports, have potential foreign currency 
fluctuations been assessed on the cost of purchases/sales and risks? 
o Did you check discreetly the business' standing with both clients and suppliers? 


*With acknowledgement to: 

Business Basics by Vincent Marino. 

Small Business Management by Colin Wright and Bryan Phillips. 

Wikipedia 

CNNMoney, USA 

The Economist, London 
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4). Principles to keep in mind when drawing up a good business plan* 


General definition: a Business Plan is a plan to accomplish a business purpose, showing the business 
objectives and strategies to achieve these. Some possible uses of a Business Plan: 
o To define a new business. 

o To define objectives and strategies to implement these. 

o To periodically review an on-going business. 

o To support a fundraising (loans and equity) application. 

o For use by new stakeholders. 

o To assist setting a sale value for a business. 

o To justify a new product line, promotion or expansion. 

o To manage a business. 


Some benefits of a Business Plan: 

o It quantifies goals and objectives, providing measurable benchmarks to compare forecasts 
with actual results. 

o It is a tool for outside financing and an operational tool to guide the business to success, 
o The time, effort, research and discipline needed to develop it forces the entrepreneur to 
view the venture critically and objectively, 
o It assists with examining the operating strategies and expected results. 


What financiers are looking for in a Business Plan: 

o Growth potential, including capital appreciation. 

o Payback period (of loan or investment) and ability to generate positive cash flows, 
o Possible exit route, such as a planned Stock Exchange listing. 
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General Introduction 


Before starting your business, you need to make sure, amongst others, that it will generate enough 
cash so you are in a position to pay your creditors, rent, salaries, etc. and to expand and, of course, 
enable you to live. 

Apart from your own capital, you may need to borrow some money from a Bank or other providers 
of loan finance, who will expect to see a Business Plan: often required not just when you start a 
business but also during subsequent years. This will help you to decide how much money you are 
going to need and when and for what periods, also providing you with a yardstick against which to 
measure your business' performance. 

If you have had no previous experience of writing a Business Plan, your accountant or auditor can 
assist you, but you yourself are responsible for the key financial details of the business and the basis 
on which the plan is prepared. One can broadly split the ideas of one's Business Plan into: 

A) . Estimated figures, for instance about such items as sales and administration expenses. 

B) . Assumptions, which might include: 

o Projections of sales levels and volume increases, 
o Gross profit margin, 
o Expected level of inflation. 

o Expected rate of taxation (not just income tax but also VAT and/or, if you intend to import, 
o import duties, excise and other expenses), 
o Expected trend of interest rates, 
o Capital expenditure and its timing, 
o Stock turnover. 

o Debtors' average collection period, 
o Creditors' average payment period, 
o SWOT analysis. 

C) . Projections, which should normally be: 

o For the first year, monthly projections, 
o For the second year, quarterly projections, 
o For the third and following years, annual projections. 

Note: when drawing up your Plan, be careful not to be too optimistic with your assumptions. Have 
you considered the possible seasonal fluctuations of your business? Did you think about your initial 
set-up or starting costs and the time it takes to break-even/become profitable? There is usually 
initially a period when you have significant cash outflows which are not compensated in full by 
inflows of revenue. Be conservative: this period may be longer than expected, err on the side of 
caution and allow leeway in your budget. Financiers will not be impressed if you come back shortly 
after starting, asking for more money! 

The next essential features of your Business Plan are an Income and Expenses Statement, Balance 
Sheet and Cash flow forecast, based on your above mentioned projections. This not only indicates 
whether you are seeking to fund a profitable business, but also proves the accuracy of all your 
figures. 
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Then finally a one or two page "executive summary" is required to give a quick overview of the 
business. This should include the background to the venture, brief details of the product(s)/services, 
names and previous experience of management, what the finance is required for, the amount(s) 
needed and the projected results. 

However, try not to make your Plan too long-winded with too much detail. Ten to twelve pages 
should be sufficient. Although there is no such thing as an "Ideal Business Plan", to sum up you 
should consider including the following: 

o The nature and history of your business (in the case of an existing business, also its year of 
establishment). 

o A description of your product(s)/services. 

o The name and address of your business and the premises from which you intend to operate. 
In the case of rented premises, give details of the Lease (short, medium or long term?) 
including options to renew, price (fixed or linked as a percentage of turnover?) and any 
escalation clauses. 

o Your marketing strategy, including a brief background of the relative industry and the main 
competition. 

o Past performance (if any) or, if newly started, some details of businesses presently operating 
in a more or less similar field, if applicable. 

o The full names, titles and responsibilities of all the directors or partners, for instance 
Chairman (or President), Chief Executive (or Managing director), Financial Director, etc. or 
Non-Executive Director. 

o The names, ages, qualifications and previous experience of top-management and the depth 
of management (i.e. availability of capable successors). 

o The names of subsidiary or associated companies, if any, and/or the name of the parent 
company. 

o Financial projections and relative assumptions. 

o Finance resources available from shareholders' capital and/or loans and/or guarantees. 

o Financial resources required (amount and purpose of the loan) and what changes will be 
necessary if your assumptions prove to be either too pessimistic or too optimistic, as well as 
the period needed for the loan and its source of repayment. If asked to give covering security 
for the loan, what could be offered to the Lender? 

o Your assessment of the risks involved in the project. 

o Future prospects. 

Conclusion: a good Business Plan, which should be simple, specific, realistic and complete is only the 
first step and should be followed by good follow up, good actions and finally good results. Once 
again, although it is probably good to get some professional advice from an accountant when 
preparing a Business Plan, please note that you should of course be fully involved yourself as it is 
your business: you will be asked by the Bank or Lender about the features of the Plan and you should 
be prepared to answer any questions. One of the main reasons for a business venture failing to 
attract the finance it needs is often a poorly presented Business Plan. 

*With acknowledgement to Capital Alliance 2001. 
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5). General management actions in normal, but especially in recessionary times * 

o Ensure receiving regularly (daily, weekly but at least monthly) reliable financial information 
on all crucial parts of the business 

o Watch debtors constantly and shorten paying periods of bills/accounts receivable. Where 
possible insist on deposits or full payment up front. Offer cash discounts for prompt payment 
o Add interest to overdue bills/accounts receivable and stop selling to slow purchasers, 
o Where possible (without aggravating relationships with suppliers) speed up suppliers' 
delivery times. 

o Reduce stock levels, if possible switch to "just in time" stock deliveries, 
o Slow down/extend payment periods of bills/accounts payable to creditors without losing 
good standing/relationships. 

o Look constantly at your profit margins, adjusting selling prices where possible, 
o Budget expenses carefully and delay or cancel unnecessary capital expenditure (such as a 
new Head Office, etc.) 

o Reduce the level of overall borrowing, especially that part costing the most, 
o Where possible avoid relying on just one or two suppliers or buyers. Too risky, 
o Constantly review your marketing activities. 

o Check regularly the profitability of each product or service offered, keeping in mind the 80/20 
Principle. 

A). Businesses with large sums tied up in fixed assets, such as ground, buildings, machinery, fixtures 
and fittings should review these possessions, selling off uneconomic, underutilized assets or 
arranging more efficient financing: 

o Draw up a list of all the major fixed assets with a brief description, the date of purchase and 
estimated present market value, 
o Decide which assets can be sold to generate cash, 

o Identify the need to buy or replace old fixed assets. 

o Obtain proper advice before entering into hire purchase, lease or suspended sale 
agreements, not just in respect of interest cost but also cash flow and taxation aspects, 
o Determine, if it suits your needs, whether property can be used to raise leaseback finance, 

which can be used to provide cash injections and/or to switch expensive short-term 

borrowing into cheaper long-term (such as equity, bonds) finance, 
o Examine which fixed assets can be used to provide security in the case of an unforeseen 
contingency and, if necessary, arrange for standby credit facilities. 

NOTE: In the case of large conglomerates and holding companies with subsidiaries the above would 
also be applicable, apart from fixed assets, to the possibility of selling off those 
companies/subsidiaries not being "core". 
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B). One's cash flow should be improved by the faster collection of amounts owing and the following 
suggestions may be of assistance. 

a) Clients/Debtors. 

o Switch from giving credit periods to clients to payment (partly or in full) up front, 
o Ask for advance deposits before delivering. 

o Invoice immediately and encourage payment on the presentation of the account, 
o Invoice more frequently. 

o Reduce errors in your invoices which provide an excuse to delay payment by clients, 
o Offer discounts for prompt payments, 
o Charge penalty interest on overdue payments, 
o Reduce the credit terms given to debtors. 

o Take early action when accounts are overdue and classify as "sticky" or "bad and doubtful", 
o Handle account queries promptly. 

b) Suppliers/Creditors. 

o Take full advantage of the maximum suppliers' credit terms (but compare possible interest 
charges with cash discount advantages), 
o Negotiate longer (but not more expensive) suppliers' credit terms, 
o Check and renegotiate the benefit of cash discounts. 

o Delay payments to suppliers as long as possible, without damaging the relationship, 
o Reduce the number of suppliers to save on administration and holding costs, 
o Review all suppliers regularly to get the best possible payment terms, 
o Don't accept unordered deliveries, 
o Use only the order book for all orders. 

c) General. 

o Arrange for weekly but at least monthly cash flow forecasts. 

o Make Bank deposits of cash, checks, etc. at least once a day and follow up unpaid items 
promptly. 

o Invest surplus cash quickly and arrange for payments to match banking deposits so as to 
reduce overdrafts, 
o Delay capital expenditure. 

o Reduce directors'/owners' drawings and dividend payments, 
o Sell surplus assets/companies. 

o Arrange longer term, cheaper finance. Especially, if possible, get additional funds from 
shareholders/owners. 
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C) . The amounts tied up in stock should be reviewed regularly, as excessive levels add to cost, take 
up essential storage space, increase insurance cost and lead to a loss of interest in the amount of 
money tied up (as well as increasing the potential for out-of-date stock). Consider the following steps 
to correct the situation: 

o Review stock sheets and identify items, which make up a large part of the stock value, 
o Reduce stock holding levels but avoid stock shortages, 
o Reduce the number of stock items held. 

o Identify unprofitable, slow-moving and obsolete items in one's product/service range and 
don't re-order. 

o Plan for suppliers' deliveries to coincide as close as possible to the sales off take ("just-in- 
time" deliveries). 

o Arrange consignment stock whenever possible and improve stock management by: 
establishing a target turnover rate 
doing frequent stock checks 
receiving order quantities 
reviewing re-order points 

■ Aim to improve sales and production planning by: 
forecasting sales 

translating sales forecasts into production or re-order requirements 

D) . It is naturally important to reduce all expenses as much as possible. It would be good to prepare a 
program to save costs in all areas of the business and implement this quickly. 

o Identify all major cost items such as salaries/wages/benefits. Can these be 
reduced? 

o Prepare an expenses Budget, 
o Monitor actual expenses against the Budget. 

o Discuss cost reduction plans with the personnel as they may have useful 
suggestions. 

o Streamline staff (A, B and C classifications?). Review job descriptions and look at 
possible amalgamations of departments, etc. Freeze temporarily recruiting new 
staff. 

o Look at reducing/eliminating traveling, hotels, entertainment, surplus rented space costs, 
etc. 

o Plan and control advertising and marketing expenses, 
o Charge clients for (excessive) handling, delivery and packaging costs, 
o Lower costs of production by moving to another city, nation or go overseas. 
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E). Marketing. 


It would be important to regularly establish what customers (and one's own personnel) think of the 
business and its products/services. 

Advantages should be: 

o Answers from customers would show where one is going wrong, 
o Analysis of the results will give staff useful information so as to obtain more business, 
o One's customers might feel that the business cares more about them than its competitors. 


Possible questions to ask might be: 

o How often does our sales person call? 

o Do you require regular visits from our sales force? 

o Does he/she call on you at the right time and often enough? 

o Does he/she rate above or below average in providing an efficient service? 

o Do you need a fast or faster delivery service? 

o Is our product/service range too small, too large or just right? 

o Is our price structure right for this market? 

o Are you satisfied with the quality of our product/service? 

o Are you happy with the level of our marketing/advertising support for this market? 
o Are our credit terms right for this market? 

F). Sales - some methods to stimulate sales (especially during recessionary times). 

o Consider lowering prices to increase demand only if the product/service is price sensitive, 
o Estimate how the competition would react to that cut in prices. 

o Analyze one's methods of product costing. When there is idle capacity a reduction of the 
selling price might cover the variable costs and still contribute to one's overheads, 
o Raise the marketing services, such as improved maintenance, guarantees, delivery services, 
etc. 

o Although it would negatively impact upon the cash flow, in some cases, if not cash strapped, 
one could consider granting extended credit to promising clients? 
o Try to introduce new recession-proof products/services. Product development and research 
for new ideas would be needed. 

o During a recession (with lower rents, etc.) better situated/cheaper premises might be 
obtained. 

o Evaluate one's current advertising strategy. Is the message and medium relevant to the 
target customers? 

o Consider potential opportunities for cooperative advertising with one's supplier(s). 
o Has a profit calculation been done per product/service and per customer (if feasible)? Keep 
in mind the possibility of the 80/20 principle, i.e. that 20% of the customers generate 80% of 
the sales and/or that 20% of the products/services generate 80% of the profit, while on the 
other hand 80% of customers and/or products/services cause most of the 
expenses/difficulties. 

o Seek increased sales by moving some facilities to another city, nation or overseas. 
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G). Prices. 

Sales turnover is amongst others a function of volume sales and average unit selling prices. The 
following methods could be used to see if prices should be adjusted upwards or downwards. 

o Prepare a list of product/service lines, which showed sales reaction to previous price 
changes. 

o From this it can be seen which are price sensitive. 

o Compare prices with those of the competition. 

o Discuss the likely effect of potential price changes with the sales staff. 

o It would most of the time be best to avoid big price changes as regular small adjustments 
often could be more acceptable to customers but still have a dramatic impact on the 
business' profitability. 


H). Business planning and monitoring. 

The following budgets would be essential for a business planner: 
o Sales Plan/Budget 
o Purchases Budget 
o Expenses Budget 
o Cash flow Forecast/Budget 
o Capital Expenditure Budget. 


It is important to monitor the business' results if not on a weekly than at least on a monthly basis. 
Timely and accurate information is required to produce monthly management progress reports such 
as: 

o Profit and Loss, Balance Sheet and Cash flow forecasts. This last one is, amongst others, 
necessary to determine when and how much finance is needed from the Bank or other 
sources. 

o Schedule showing appropriate performance measures or ratios (such as profitability, 
liquidity, etc.). 

o Analysis of the results for each department and/or product/service line. 

*With acknowledgement to Small Business Dev. Corp. SA. 
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6). A few practical notes on the 80/20 principle. 

(with acknowledgement to “The 80/20 principle. The secret of achieving more with less" by Richard 
Koch). For further references see below.** 

General 

Definition: a minority (about 20%) of causes, inputs or efforts usually leads to a majority (more or 
less 80%) of the results, outputs or rewards irrespective of time or place or people. There is an inbuilt 
imbalance noticeable throughout. This principle was discovered in 1897 by the Italian economist 
Vilfredo Pareto, forgotten and rediscovered in the USA after World War 2. 

Some top companies use this principle especially to direct strategic and financial improvement. 

Examples from Business: 

o 20% of the products/articles/services generate 80% of the sales. 

Action: spend most time and research money, such as for new products, on that 20%. Let each 
salesperson focus on selling especially products/services of that 20%. 

Ensure that these most profitable products attract 4 times the credit and 4 times the marketing 
efforts and 4 times management's time, of the other less profitable ones, 
o 20% of the customers generate 80% of the profits. 

Action: concentrate marketing efforts on this 20% of customers. If necessary appoint a relationship 
manager/salesperson to a few or each of the very biggest customers. 

Sales personnel is to rank their customers by sales and profits and concentrate on providing superior 
service and massive efforts to this core. 

o 20% of the customers cause 80% of the complaints. This 80% of the complaints can be 
eliminated by correcting only 20% of the causes. 

o 80% of management's time is spent on these 20% unprofitable customers' 
complaints/problems. 
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Action: free expensive/unproductive management time by downgrading to a lower level 
complaints specialist. 

o 80% of output is caused by 20% of input 

o 20% of the personnel is responsible for 80% of the results. Who are they, why and what are 
they doing so well? Then expand and develop these. 

Action: spend most time and money on training best those people who are part of that 20%. Reward 
that 20% and watch and grade the other 80% for further action. 

o 20% of a salesperson's time is responsible for 80% of the sales. 

Action: know and reward the super selling stars and assist them to focus on 20% of the most 
profitable products and customers. 

o 20% of marketing efforts cause 80% of results. Learn to know exactly that 20%. 
o 20% of the sales force results in 80% of the sales. Treat and encourage that 20% well, 
o 80% of the expenses result in only 20% of sales/income. 

Action: reduce costs by for instance centralizing the 80% of smaller, less profitable customers' 
accounts and provide a telephone selling/ordering service instead of face-to-face selling, 
o 80% of the profits made by all industries are made by 20% of industries. 

Action: determine which are the most profitable industries, for instance, say, pharmaceuticals or 
consulting, and check why your industry can't be more like these. 

o 80% of the profits in any particular industry are made by 20% of firms. 

Action: check if your business is part of this 20%. If not, why not? 

o 80% of the benefit from any product/service can be provided at 20% of the cost. Many 
consumers would buy a stripped-down, very cheap product. Think of the small, cheap 
Japanese cars using less fuel, giving tremendous competition all over the world. Is anyone 
providing it in your industry? 

o 80% of any industry's profits come from 20% of its customers. Do you have a 
disproportionate share of these? If not, how would you get this? 

NOTE: The 80/20 principle is also increasingly being applied to quality control and product design and 
development, including the IT development. Because of the 80/20 principle most good things happen 
because of a small minority of highly productive forces; most bad things happen because of a small 
minority of highly destructive forces. This is not only applicable to the world of business, but also to 
politics, etc. What you see is generally not what you get: there are undercurrents at work. Most 
efforts do not realize their intended results. For instance, most newly started businesses (80%) fail in 
the first 3 years. Most activities (in masses and individually) are largely "a waste of time": they will 
not contribute materially to the desired results. 
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In other words, causes, inputs or efforts can be divided into two categories: 

1) . The majority, that have little impact. 

2) . A small minority, that have a major, dominant impact. 

Cause and effect, input and output, operate in a non-linear way: you do not usually get back what 
you put in - you may sometimes get very much less and sometimes get very much more. The 80/20 
principle is rampant everywhere but largely unobserved. To ride this wave, one should stop the 
negative influences and give maximum power to the most productive forces. 

STRATEGY. 

1). Identify which parts of your business are making high returns and which ones are holding you 
back. To do this, conduct an 80/20 analysis of profits by different categories of business: 

o by product or product group/type (perhaps by allocating costs on a percentage of turnover), 
o by customer or customer group/type (for instance by looking at the total purchases of each 
customer or customer group). 

o by any other split which appears to be relevant to your business for which you have data: for 
example by geographical area or distribution channel or transport mode, etc. 
o by competitive segment, which is a part of your business where you face a different 
competitor or different competitive dynamics. 

Watch out for the potential pitfall such as "the less profitable or perhaps even loss making segments 

STILL MAKE A POSITIVE CONTRIBUTION TO OVERHEADS".. IF YOU FOCUS ON THE MOST PROFITABLE SEGMENTS, YOU CAN 

GROW THEM MUCH FASTER. THEN THE NEED FOR OVERHEAD COVERAGE FROM UNPROFITABLE SEGMENTS CAN 

DISAPPEAR QUICKLY. "THE ROAD TO HELL IS PAVED WITH THE PURSUIT OF VOLUME"! VOLUME LEADS TO MARGINAL 

PRODUCTS, MARGINAL CUSTOMERS AND GREATLY INCREASED MANAGERIAL COMPLEXITY: BUILDING OF STAFF PYRAMIDS 

or "empires” especially at many Head Offices. One way of streamlining and flattening a pyramid in a 

BUSINESS COULD BE, SAY, TO CUT THE NUMBER OF PRODUCTS BY HALF (THE OTHER HALF WOULD BE MAINLY LOSS 

making) and all "dead stock", TO cut the number of suppliers FROM, SAY, 1000 TO 200 (AS THESE 200 

WOULD COMPRISE 95% OF THE TOTAL SUPPLIES DELIVERED: 95/20 PRINCIPLE) AND TO CUT UNPROFITABLE CUSTOMERS 

(potential Bad Debts?) and ineffective personnel. Result: not "small is beautiful" but "simple is 

beautiful". 
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2). Cost reduction through simplicity, using the 80/20 principle. 


All effective techniques use three 80/20 insights: SIMPLIFICATION, through elimination of 

UNPROFITABLE ACTIVITY, FOCUS ON SOME KEY DRIVERS OF IMPROVEMENTS AND COMPARISON OF 

PERFORMANCE (a MINORITY OF BUSINESS ACTIVITY IS ACTUALLY USEFUL). IDENTIFY THE AREAS (PERHAPS ONLY 20% 

OF THE WHOLE BUSINESS) THAT HAVE THE GREATEST COST REDUCTION POTENTIAL, THEN CONCENTRATE 80% OF YOUR 

EFFORTS THERE. TO BE SUCCESSFUL ONE HAS TO MEASURE WHAT REALLY COUNTS. REMEMBER: EQUAL COSTS DO NOT 

LEAD TO EQUAL CUSTOMER SATISFACTION. IDENTIFY, TREASURE AND MULTIPLY THE FEW PRODUCTIVE COSTS AND GET 

RID OF THE REST OR CONSIDER CHARGING EXTRA FOR THE RESOURCES USED. REDUCE COMPLEXITY. ANY LARGE BUSINESS 

IS STUFFED FULL OF PASSENGERS: UNPROFITABLE PRODUCTS/SERVICES (NATURALLY INCLUDING "DEAD STOCK"), 

PROCESSES, SUPPLIERS. CUSTOMERS AND, HEAVIEST OF ALL, MANAGERS. THE PASSENGERS OBSTRUCT THE EVOLUTION 

OF THE BUSINESS. 

Note: we normally give too many resources to low margin activities and too few to high margin 
activities. 

** Further references (and interesting articles): 

http://www.ak-online.biz/NewsEvents/releases/2004/3/l 

http://en.wikipedia.org/wiki/Vitality curve 

http://www.lifeoptimizer.og/2007/12/04/the-8020-principle-ll-ways-to-boost-vour-life/ 

http://en.wikipedia.org/wiki/The Long Tail 

http://www.dreammanifesto.eom/the-8020-prindple-achieving-more-with-doing-less.h .. 

http://www.dreammanifesto.com/applying-the-8020-principle-for-personal-success-at- ... 

http://www.1000ventures.com/business guide/crosscuttings/80-20principle.http 
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7). Possible actions to manage foreign currency exchange risks.** 

1) GENERAL INTRODUCTION 

2) HISTORICAL ASPECTS 

3) GLOBAL MACRO SITUATIONS 

4) BUSINESS IMPLICATIONS 

5) PERSONAL ASPECTS 

6) ANALYSIS 

7) FUTURE EXPECTATIONS 
1) GENERAL INTRODUCTION 

The foreign exchange market exists whenever and wherever a currency is traded for another. This is 
the biggest financial market in the world as well as the most liquid one and, apart from private 
individuals and companies counts amongst its traders small and large Banks, currency speculators, 
multinational corporations, Central Banks, governments including other financial players/institutions 
and markets. The average daily trade in the global foreign exchange and related markets amounts to 
about US$ 5.1 trillion according to a BIS survey of April 2016, increasing all the time. 

This daily turnover is taking place in many different cities all over the world 24 hours a day (except 
Sundays), of which the main ones are as follows: London 41%, New York approximately 19%, 
Singapore 5.7%, Tokyo 5.6%, Hong Kong 4.1% and the rest about 25%. Trading in the world's main 
financial forex markets of $5.1 trillion per day is split up as follows: 
o $1.7 trillion in spot transactions 
o $2.4 trillion in forex swaps 
o $700 billion in outright forwards 
o $250 billion options and other products 
o $ 80 billion currency swaps 

In addition to this regular turnover, another $2.1 trillion was at the time traded in OTC derivatives. 

According to Euro money in April 2016 the top currency traders were City, JP Morgan, UBS, Deutsche 
Bank and Barclays Bank in that order. As a matter of interest, twice as many US dollars are traded on 
the Forex market in the United Kingdom than in the USA and more than twice as many Euros are 
traded in the UK than in all the Euro countries combined. Trading activity is the highest when leading 
markets overlap timewise, such as Europe and Asia, and Europe and the USA. 

As exchange rates play a vital role in each country's import/export transactions and flows of 
inward/outward investments etc., these are not just of critical importance to the global economy, 
but are also watched and influenced and manipulated by a wide variety of vested interests. 
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1) HISTORICAL ASPECTS 

Where especially during the first part of the 20 th century the British Pound was the main world 
trading (and reserve) currency, the U.S. dollar gradually took over its dominant position and the 
latest main currency trading situation on the spot forex market is: 
o USD/EUR 23% 
o USD/JPY 17.7% 

o USD/GBP 9.2% and USD/Emerging Market Currencies 16.6% 

The US$ was involved recently in 44% of transactions, the Euro in 16%, the Yen in 11%, Pound 
Sterling 6% and the balance made up of various other currencies. Even though the US$ has dropped 
in value these past years, it is still the major trading currency but especially in 2008 came under 
pressure: interest in using the Euro as a reference currency has increased dramatically. How long the 
foreign exchange market will remain to be US$ centered is open for debate. 

As the global population explosion and economic advancements of nations such as China, India, 
Brazil, etc. and the general financial markets continue to impact on the world economy, so also the 
main foreign exchange markets' daily turnover has continually risen, from about $500 billion in 1988 
to some $5.1 trillion at present. 

However, these past few years trade flows have been dwarfed by cross-border capital flows. In a 
world of low interest rates (especially Japan), international investors were hungry for yield and so 
piled into currencies that offered higher interest rates, such as those of the UK, Australia, New 
Zealand and Iceland as well as many emerging markets. Those higher interest rates paid by countries 
with large external deficits were supposed to compensate investors for the risk of currency 
depreciation. 

As investors borrowed in low-interest currencies, such as the Yen, to invest in high yielding ones, this 
made the latter currencies stronger which in turn prolonged global imbalances by making it easier for 
high spending countries to finance their current account deficits. Due to the global financial crisis and 
risk implications, carry trades have gradually started to reduce, making it more difficult to finance 
countries' deficits and resulting in a weakening of their currencies. 

2) GLOBAL MACRO SITUATION. 

Global economies and their currencies are strongly influenced by their economic and political risks, 
including the size of their current account and budget deficits, inflation rates, interest rates, growth 
in bank lending, political stability, GDP growth, etc. Recently current account imbalances are again 
exerting more and more influence on various nations' currencies. Eventually a large current account 
deficit usually results in that country's economy and currency struggling if foreign short term capital 
inflow dries up or reverses, which in turn would mean an increase in the inflation rate, higher 
interest rates followed by a slowdown of the economy. Countries in the "danger" zone would 
include amongst others Iceland, South Africa, Turkey, New Zealand, the USA, the UK, India and South 
Korea while China (with a massive current account surplus), Malaysia, Switzerland, Taiwan, and Japan 
would appear to be well placed. As the global credit crisis and the food/commodity crisis continues 
to unwind, further adjustments in the world's currencies and higher volatility can be expected. 


Wouter van derStok - Springtime 2017 


53 




3) BUSINESS IMPLICATIONS. 

As soon as a company starts trading (importing or exporting raw materials or finished goods or 
services) or investing across international borders and has commitments and receipts denominated 
in foreign currencies, foreign exchange risks develop. Large fluctuations in exchange rates, even on a 
daily basis, have considerably complicated corporate short term financial and long term strategic 
decisions over the years, often resulting in unexpected substantial losses. These large fluctuations in 
exchange rates can be the result of all or some of the under mentioned factors: 

o In the case of fixed exchange rates, a sudden unexpected devaluation or revaluation of the 
o currency concerned. 

o Under a clean floating exchange rate system, exchange rates are generally influenced, 
o according to the purchasing power parity theory, primarily by inflation differences and 
o terms of trade. 

o Capital movements, sometimes very large, have substantial influences, 
o The balance-of-payments situation of a country and its official reserves also play a vital role 
o in the determination of a currency's (especially long term) value. 

o Other factors are a country's rate of economic growth and interest rates and public debt, 
o Over short periods of time, technical factors could have an influence as well as the market's 
o expectations. 

o Political and/or psychological factors would often also carry weight on exchange rate 
o movements, such as political interference and stability and general economic performance, 
o Demographic impact (longer term) 
o Central Bank decisions 
o (Government) manipulation of statistics. 

Right from the beginning a vital strategic decision should be made by a company's full Board of 
Directors and preferably be confirmed in writing by a majority of its shareholders, to the effect that: 

a) , the company will always hedge and always cover all its foreign currency exchange risks, or 

b) . the company will never hedge and never cover its foreign currency exchange risks, or 

c) . give the company's management the freedom to either hedge and cover or occasionally leave 
open its foreign currency exchange risks. 
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This decision could have far reaching consequences, not just for the future of such a company but 
even for its actual survival. Although it would be understandable that management might be guided 
by looking at its main competitors' actions, one of the prime considerations should probably be: 
what is the nature of our business? Is it just to manufacture, trade/invest in particular goods/services 
at a profit or also to take (sometimes?) open positions on foreign currency positions 
commitments/receipts, keeping in mind that such open positions could end up becoming more and 
more of a speculative nature, with all the accompanying hazards? Also, in the case of b) and c) above, 
additional expenses in management time, etc. would be incurred. In this situation the company's risk 
profile and policy would become more focused. Decisions such as "how much foreign exchange 
exposure is reasonable for each individual currency" and/or "what is our benchmark - today's spot 
rate of exchange or today's spot rate of exchange plus our expectations of future foreign currency 
movements"? In this last case speculation would start creeping in. Another possibility: "Should we 
reduce our foreign currency risk only partially by hedging less than 100%"? The uncovered balance 
would then again be of a speculative nature. 

Some techniques to manage foreign currency exchange risks 

1. Multilateral netting. 

2. Leading and lagging. 

3. Invoicing and currency clauses. 

4. Forward exchange currency contracts. 

5. Currency futures 

6. Currency options. 

7. Currency swaps 

8. Official export financing/insurance agencies. 

9. Medium- to long term funding (up to 10 years). 

1. Matching 

By balancing its receivables and payables in the same currencies a company could limit exchange rate 
risks. This balance could be deliberately influenced by arranging short- medium- or longer term loans 
and deposits in the relative foreign currency (although interest costs would come into play). Another 
benefit would be a reduction in costs so as not to have to constantly buy and sell the same currency 
at different exchange rates and thus avoiding the "spread" Bank's charge. 

2. Multilateral netting. 

Multilateral or intra-company netting is available mainly to large groups of companies to reduce the 
settlements made within a group in a number of different currencies. It does not match receivables 
and payables in the same currencies but mixes various currencies (both receivables and payables) 
with each group entity receiving or paying one net amount in its base currency from or to a group 
clearing center which then trades these amounts in the foreign exchange market. 
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3. Leading and lagging. 

Within the limits set by contractual terms, commercial practice and official regulations, companies 
could accelerate ("leading") or delay ("lagging") payments to and from arm's-length trading partners 
or foreign subsidiaries in currencies. This has a potential value not just as a "matching" but also a 
financial technique, for instance by channeling existing liquidity or by borrowing in a more profitable 
location. 

4. Invoicing and currency clauses. 

A trading company might have an opportunity to invoice its cross-border sales or purchases in a 
currency of its choice. It might also be able to negotiate a currency clause in a contract stipulating 
that it makes or receives payment in a certain currency at a certain exchange rate 
with its local currency or within a certain exchange rate band or up to a maximum percentage 
change. 

5. Forward exchange currency contracts. 

This is the most popular hedging technique by almost all companies engaged in international 
business. Basically it involves the selling or buying of one currency against another either at or by a 
future date at a price determined at the date of the contract. Forward exchange cover can easily be 
obtained through most Banks for most currencies for periods mainly up to one year. Especially for 
the world's chief currencies there are virtually no limitations on volume. Its cost is for the biggest 
part ruled by the difference in interest rates applicable in the two countries whose currencies are 
involved. Forward contracts are usually very flexible as far as maturities are concerned. Being of a 
hedging nature, these are at no value in predicting future rates of exchange. 

6. Currency futures. 

Future markets are more rigid than forward markets, with standard contract amounts and 
maturities; there is normally a good market mainly for terms up to a maximum of three months from 
the date of coverage. Futures are tradeable, which reduces the inconvenience of fixed contract 
dates. Transactions are normally restricted to the major currencies and done through market 
participants. 

7. Currency options. 

Currency options offer the right, but not the obligation, to buy or sell foreign currency at an agreed 
price at a future date. Unlike other forms of exchange risk cover, currency options guarantee a 
minimum or maximum price for foreign exchange while leaving open the chance of profiting from 
favorable exchange rate movements. Pricing is a complex matter involving, besides relative interest 
rates, the relation of the spot price to the striking price. Used carefully, currency options can be 
useful instruments during the bidding phase of transactions, although the open-ended nature of the 
option writer's commitment inevitably increases their price. Non-tradeable currency options are also 
offered by some export credit agencies. 

8. Currency swaps. 

Partly because of the non-availability of longer term loans in certain currencies, new markets evolved 
over the years for currency (and interest rate) swaps or back-to-back loans. Currency swaps are 
normally arranged through specialized Banks. As a hedging device, they are used for the 
management of both a company's investment and loan portfolio. Their use for trade transactions is 
very limited. 
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9. Official export financing/insurance agencies. 

The exchange risks which exporters have to bear from medium- and long term export financing differ 
widely from country to country, depending on the facilities offered by that nation's official export 
financing/insurance agencies. 

10). Medium- to long term funding (up to 10 years). 

Foreign currency borrowing is the well-known instrument for avoiding currency risks. It could be 
arranged in the relative domestic market or in the Euro-markets, etc. Borrowers' access is limited to 
the credit and capital markets while its advantage is its flexibility. Another way for, say an exporting 
company to reduce/avoid foreign currency risk would be to establish a daughter company in the 
relative importing country. Although value can be created through hedging and cash flow volatility be 
reduced, its constant monitoring and evaluation is a necessity. 

5) PERSONAL ASPECTS 

When traveling through different countries, an individual/family would prefer to be in possession of 
currencies that are easily used, acceptable or converted in the country concerned, preferably 
appreciating while the traveling continues. As the traveling period is often brief and any amount of 
money to be carried is usually fairly small, decisions as to which currencies to carry are not so 
important. However, once an individual or family decides to immigrate/emigrate or move 
investments across borders, foreign currency exchange risks could have a great impact. Even though 
most people realize that differences between nations' stocks/share prices, interest rates, inflation 
rates and other economic and political factors play an important role over the years, the influence 
that constantly fluctuating foreign exchange rates exercises is often vital to decide whether there is 
in the end a positive or negative appreciation/depreciation. A proper geographical and time-wise 
spread and well considered hedging policy could make all the difference. 

6) ANALYSIS 

The main purpose of these notes is mainly to awaken people to the, often decisive, importance of 
watching foreign exchange currency risks constantly. Numerous global and national institutions, 
corporations and government and semi-government entities have lost billions of dollars, either by 
not taking these into proper consideration or taking irresponsible risks, out of all proportion to the 
basic rule to ensure the survival of the industry or corporation concerned. The guideline here is to 
spread the decision making risk amongst the top owners/management (not just one person, but 
collective responsibility), to ensure written confirmation thereof and finally, even though many 
different views could be held at different times, to monitor these risks regularly with constant feed¬ 
back to all the decision makers. The difference between hedging existing commitments -investing - 
trading - speculating should be very clear and proper written and monitored regulations laid down. 
Too often these are not followed as "views" are taken and a prospective immediate profit carries 
more weight than the survival of the company concerned. 
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7) FUTURE EXPECTATIONS 

Currency markets often move in visible, long term trends - so business cycles do make themselves 
felt. Cycle analysis looks at longer term price trends that may rise from economic, political, 
developmental, climatic and demographic factors (such as the rise of China's yuan). Some economic 
factors include money supply, inflation, interest rates, employment, trade and current account 
balance figures, GDP growth, public debt, terms of trade/purchasing power parity. Some short term 
factors would include short term investment flows, hedging (including new forms of derivatives), 
speculation, technical trading using price charts in order to identify patterns, etc. Even though the 
actual number of independent nations has constantly increased, especially these past 50 years, there 
is also a global movement into a few large trading (and to some degree political) blocs with one 
overall leading currency (e.g. the Euro). The number of large scale, actively traded currencies has 
been reduced, thereby to some extent, especially inside each trading bloc, reducing the need for 
hedging and facilitating smooth transacting. This global trend is most likely set to continue and 90% 
or more of currency transactions would in the near future then be traded in just 3 different (world) 
currencies. 

**With acknowledgements to: 

a. "Managing Exchange Rate Risks" issued by the Int. Chamber of Commerce (1984) 

b. "Foreign Exchange" by Swiss Bank Corporation (1980) 

c. "Hedgen van valuta risico in Nederland" by A. de Jong, V. Macrae and T. Nijman (2002). 

d. The Economist 

e. Investopedia 

f. Wikipedia 


Wouter van derStok - Springtime 2017 


58 




8). Brief s.w.o.t. discussion 

S.W.O.T. (Strengths - Weaknesses - Opportunities - Threats) general analysis of a business. 


Draw a quadrant as follows: 


STRENGTHS 

WEAKNESSES 

■ 

Good Balance Sheet ratios 

■ 

Average or weak Balance Sheet ratios. 

■ 

Knowledgeable management 

■ 

Weak management 

■ 

Excellent position 

■ 

Poor position 

■ 

Good productivity 

■ 

Productivity not very strong 

■ 

Efficiency good 

■ 

Inefficient 

■ 

Strong marketing, well known 

■ 

Unknown in the market 

■ 

Good financial backing 

■ 

Gearing is too high 

■ 

Well-known brands 

■ 

Unskilled labor force 

■ 

Research & development 

■ 

Too much risky business 

■ 

Good quality control 

■ 

Bad reputation 

■ 

Servicing clients well, good feedback 

■ 

Over staffed, high absenteeism/turnover 

OPPORTUNITIES 

THREATS 

■ 

New products 

■ 

Country risk is high 

■ 

Takeovers and amalgamations 

■ 

Criminality (fraud, robberies, etc.) 

■ 

Good tax incentives 

■ 

Much corruption 

■ 

Exports 

■ 

Increasingly higher taxes 

■ 

New technology 


■ Crumbling infrastructure 

■ 

Global expansion 


■ Increased competition 

■ 

Cheaper energy 


■ Political interference/slow 

■ 

Establishing branches 


bureaucracy 

■ 

Expansion of clients 


■ Inflation 




■ Exchange risks 



■ 

High interest rates 



■ 

HIV/Aids 
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The first two, viz. Strengths and Weaknesses are more internal, applicable to the business itself, 
while the last two, viz. Opportunities and Threats are more external, directed to the industry 
concerned, the country's or the global situation, etc. If on each leg a measurement of, say, 1 to 10 is 
inserted for each quadrant and the points on the 4 lines are linked, a diamond shape appears 
showing quickly the present situation of the business concerned and where improvements should be 
made. This lay-out could then, amongst others, be used to compare it with other similar businesses 
in the same industry. 

This S.W.O.T. analysis can be drawn up not just for businesses but also for different industries and for 
the various economic/political/social sides of nations or groups of nations, i.e. both for micro- and 
macro- economic purposes. 


9). The family business. 

Family businesses are not just the small "shops around the corner". In most countries they form 80% 
of all small, medium and even very large companies. A family business often has a competitive edge. 
Family pride, unity of purpose, commitment and dedication often help it outperform its 
counterparts, sometimes over several generations. Family members willingly make personal 
sacrifices, foregoing reasonable salaries for long periods of time or risking personal assets to 
guarantee loans. They may devote more time and energy to their jobs than most employees would 
dream of doing. 

Why then do few such businesses survive through a second generation? Research has shown that 
only one in four family businesses survive into the second generation and only one in ten reaches the 
third. There are several reasons for this and where some of them may apply to any kind of business, 
two are specific to family businesses: failure to resolve problems between family members, between 
family and non-family employees and between generations. Conflict, which lies between the 
emotionally-based family system and the task- and performance-based business system should be 
properly recognized and reconciled. 

For instance an excessive carry-over of family ties into the business includes employing family 
regardless of ability and employing unnecessary or unproductive family members, resulting in 
incompetence, usually in management. This nepotism may discourage and inhibit the advancement 
of valuable non-family employees. Business decisions may be influenced by family politics rather 
than company interests, such as family members being paid more than their worth (for family rather 
than business reasons) or family members who are competent, being underpaid and then, 
eventually, being lost to a rival company for a higher (and more market related) reward. 

A family is based on emotional ties, looks inward, minimizes change, tends to treat all members 
equally (in a socialistic way) in matters such as allowances, gifts and bequests and seeks to protect its 
members. A business is oriented outwards, seeks growth, uses change and differentiates rewards 
according to contribution to the business success. A conflict could be caused by the eldest child 
rather than the most able, being regarded as a natural successor. Or giving all offspring equal shares 
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may cause resentment between working and non-working, or between achieving and non-achieving 
family members. 

The overlap of family and business can of course not be avoided entirely: separating family and 
business life completely would deny the reality of human behavior. Rather, a strategy should be 
honestly and openly used which analyses the issues and addresses them directly to achieve a balance 
between business and family demands. 

This balancing act should ensure that the business operates successfully while family harmony is 
maintained. To do this, a "family retreat" (taking family members away for a day or long weekend in 
the country or even to a local hotel) to address all the key issues frankly and work out a consensus, 
could perhaps come to the following conclusions: 

1) . Family and non-family management personnel should be evaluated by the same standards. 

These should be objective and well communicated. 

2) . Non-family managers should have adequate opportunity for career and financial growth. 

Their contributions should be recognized (such as by way of job titles, awards, financial 
compensation and personal acknowledgement). 

3) . Family disputes should be kept out of the work place. 

4) . A well-established successor plan should be communicated to the employees. That way they 

know there will be a continuity of business. 
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Chapter II: 

The global financial situation in the 21 st century 

The following six essays represent a series of lectures given to the students of the Hanze University of 
Applied Sciences in the Netherlands from 2008 to 2011 giving a background to the financial 
upheavals during the early part of the 21 st century. Unfortunately nothing much has changed since 
those years, on the contrary the global economic situation has worsened considerably. Mortgage 
standards are being reduced and the stampede into stocks, bonds and fixed property is still 
continuing, laying the foundation for an even worse collapse than in 2008: nations have relaxed 
credit standards even more, all debts increased and overall we see a failure to deregulate and break 
up the large banks and address their huge bad debts. 

"The first step to protect us from financial losses is to protect us from ignorance-when trust is lost, 

OUR OWN RESPONSIBILITY TAKES OVER!" "ONE CANNOT OVERCOME EXCESS AND UNPRODUCTIVE DEBT AND DEBT 

TRAUMA WITH MORE DEBT IF MANAGEMENT DOES NOT CHANGE!" 

1). The global credit crisis ** issued in July 2008 for students of the Hanze university 
of applied sciences, the Netherlands. 

GENERAL INTRODUCTION 

I CAUSES 

II VALUATIONS 

III REGULATIONS 

IV RESULTS 

V ANALYSIS 

VI POSSIBLE SOLUTIONS 

VII TIME FRAME 

GENERAL INTRODUCTION 

The history of financial markets is not a stable one. They have imploded every 10 years or so, 
whether because French and Spanish kings reneged on their debt in the 16 th century or because of 
the lure of the South Sea Company who published in 1720 "A company carrying out an undertaking 
of great advantage, but nobody to know what it is" or because speculators inflated railway stock in 
the 19 th century. But the present crisis is unusually shocking, if only because the mild business cycle 
and the fast pace of world economic growth in recent years had lulled people into a false sense of 
security. Modern finance has promised miracles, seduced the brilliant and the greedy and wrought 
destruction. Alan Greenspan, former chairman of the Federal Reserve Bank, said in 2005 that 
"increasingly complex financial instruments have contributed to the development of a far more 
flexible, efficient and hence resilient financial system than the one that existed just a quarter century 
ago." For the critics of modern finance, the swift end of Bear Stearns, Wall Street's fifth largest 
investment - bank on 14 th March 2008 was the inevitable consequence of the laissez-faire philosophy 
that allowed financial services to innovate and spread almost unchecked. 
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The past decade has been plagued by the Asian crisis, the Long-Term Capital Management hedge 
fund debacle, the Dotcom crash and now "the first crisis of Securitization." Michael Mauboussin of 
Legg Mason, a fund-management group, reckons that less than 20% of all market crises arise from 
external events, like terrorism or elections: most are internally generated. In the present case, the 
problem has been the symbiotic relationship between the investment Banks, hedge funds and other 
parts of the "shadow banking system" such as conduits and structured investment vehicles. The 
Banks created assets and lent money so that others could buy them. Once this system faltered, it 
broke down completely; when the Banks restricted lending, there were no buyers for the assets. 

How much damage could unstable credit derivatives do to the financial system? Three different 
studies estimate that the total mortgage-credit losses are likely to run into $400 billion. According to 
Bill Gross, a well-known American fund manager, the potential losses from such contracts have been 
put at a whopping US$250 billion (so far about $350 billion in write-offs has been incurred by the 
banking system). He estimates that $45 trillion of credit-default swaps (CDS) were outstanding at the 
end of 2007 (compared to about US$ 12 trillion end 2005). These swaps are used to speculate on the 
likelihood of a borrower repaying its debt. Sufficient account should be taken of counter-party risk - 
the danger that a party to a trade will fail to keep its end of the bargain. One of Warren Buffett's 
aphorisms of "be greedy when others are fearful" could probably also have been turned around as 
applicable these past few years? 

Optimists hope that, if Central Banks can restore confidence to the financial sector, the crisis will not 
spread any further. Pessimists believe that this is only the beginning of a very long and painful 
unwinding process, based on the following. 

o Consumer demand has yet to feel the full effects of the housing collapse. 

o Lending is becoming stricter. Banks and financial entities have not completed writing off all 
bad loans/securities and still need to a large extent to be further recapitalized. On 9 th May 
2008 the Citigroup (America's largest bank), whose share price fell by 50% these past 12 
months and is now at its lowest level in 10 years, wrote off so far $45 billion, lost $5.1 billion 
in the first quarter and is looking to sell $400 billion of its own assets, i.e. 20% of its total. Its 
goal is to reduce annual expenses of $60 billion by 20% (meaning massive retrenching of 
staff). 

o After the dismal first quarter investors are facing an $8.4 trillion decline in their equity 
wealth. 

o Company profits have been at their highest levels, relative to economic output, for a 
generation. Investors may be disappointed once companies cannot return the same profits 
as during the boom (also influenced by reduced/stricter lending). 

o Inflationary pressures are still building up (especially oil and food, but also other 
commodities). 

o The long-running debt financed boom is unraveling. Apart from housing, also credit card and 
motorcars and other personal debt as well as commercial fixed properties and corporate 
debt is being curtailed. Although it is anybody's guess, the bill for the financial follies of the 
past few years could very well exceed $1 trillion. 

o The housing problems may be aggravated by commercial fixed properties' prices and 
construction coming down as well.(The U.K.'s commercial property values nosedived from 
their peak in July 2007 by 16%). 
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I CAUSES 

a) . Financial services. 

The seeds of the present disaster were sown in the 1980's when financial services began a pattern of 
growth that may only now have come to an end. In a recent study Martin Barnes of BCA Research, a 
Canadian economic research firm, traces the rise of the American financial services industry's share 
of total corporate profits, from 10% in the early 1980's to 40% at its peak last year. Its share of stock 
market value grew from 6% to 19%. However, financial services account for only 15% of corporate 
America's gross value added and a mere 5% of private sector jobs. 

The industry has defied gravity by using debt, securitization and own trading to boost fee income 
and profits. Since 2000 the value of assets held in hedge funds, with their high fees and higher 
leverage, has increased by 400%. The industry combined computing power and leverage to create a 
burst of innovation. For instance the value of outstanding credit default swaps climbed to a 
staggering $45 trillion. In 1980 financial sector debt was only a tenth of non-financial debt - now it is 
50%. 

Employees and their bosses in the financial sector were (and in some cases still are) given huge 
incentives to take risks, contributing to potential excessive losses. Subsequent bailouts by 
governments might seem to be sending the wrong message: employees get all the rewards if things 
go well, but if things go really bad, it is taxpayers' money that comes to the rescue? 

b) . Leveraging/Gearing 

o Banks 

Investment Banks turned into debt machines that traded heavily on their own accounts. While the 
average leverage ratio for financial institutions as a whole is approximately 10:1 (i.e. one dollar of 
capital translates into $10 of lending), Goldman Sachs is using about $40 billion of equity as the 
foundation for $1.1 trillion of assets (a gearing of 27.5:1). At Merril Lynch, the most leveraged, $1 
trillion of assets is teetering on around $30 billion of equity (a gearing of 33.3:1). In rising markets, 
gearing like that creates stellar returns on equity, but when markets go down, a small fall in asset 
values can wipe out shareholders' funds. Leverage magnifies outcomes but doesn't add value: it 
magnifies gains as well as losses, makes the highs higher and the lows lower. It can't make something 
a better investment. Leveraging carries of course an extra risk on the downside that isn't offset by 
accompanying upside: the risk of ruin. Leverage, when added to losses, can lead to margin calls and 
meltdowns - there is no corresponding benefit. Risk comes from the combination of what you buy 
and how you finance it. So investing in "safe" assets isn't necessarily safe, particularly if you have 
borrowed to buy them. Every investment incurs various risks - specific risk in respect of the 
particular individual company or asset and systemic risk which is a function of being part in a market 
- its beta. Of course some other risks are liquidity risk, legal risk, currency risk and political risk. 

One of the reasons why the building up of the credit crisis was widely missed, was because most of 
the warning signs were not at parent Banks but in affiliates, subsidiaries and other murky offshoots. 
A mismatching between short term funding and long term lending played in many instances also a 
vital role. Investment Banks in particular are vulnerable as they rely on funding, not from depositors 
but from wholesale markets, much of it short term. Now the need to reduce risk has forced 
Banks/investors to sell assets into an illiquid market and, as a result, the credit markets have become 
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trapped in a negative spiral, driving down prices, which in turn prompt more to reduce risk, etc. This 
de-leveraging is the classic response of Banks/investors when they become risk averse. 

o Individuals and companies. 

High levels of debt, influenced by a "buy today and worry tomorrow" culture, prepared the way for 
the global credit crisis. Just in the U.K. households owe a total of $2.8 trillion to Banks and building 
societies. More than $450 billion of that has been piled on to credit cards and personal loans while 
the remainder has been put into bricks and mortar. Bigger debts mean a higher sensitivity to any 
change in interest rates and in the general business climate. 

From Jan 2008 until 28 Feb 2008 UBS submitted tens of thousands support bids in auctions for 
preferred shares to prevent the auctions from failing, but the freezing of the US$330 billion auction- 
rate securities market earlier this year was amongst others caused when the UBS and most other 
securities' dealers then stopped supporting the market, leaving investors (mainly state, 
municipalities and student loan securities) holding billions of dollars of paper they couldn't get rid of. 
It seemed that UBS was frantically trying to hold the auction-rate market together behind the scenes 
but on the other hand it appeared that investors were sold a product by people who didn't seem to 
know how it really worked or. Investors' great unhappiness might result in legal steps being taken. 

c). Deregulation/Securitization/Innovation 

By 2006 the growing trend towards deregulation had pushed three quarters of all lending outside the 
reach of regulators. By 2006 the volume of outstanding securitized loans had reached $28 trillion 
from $4 trillion in 1990. As a percentage of total loans the increase went from 18% in 1990 to 39% in 
2006. In 2007 three fifths of America's mortgages and one quarter of consumer debt were bundled 
up and sold on. There is a growing consensus that the bundling of loans and other financial assets 
into tradable securities (securitization) to be on sold to investors, fueled and felled America's housing 
market: by breaking the link between those who vet borrowers and those who bear the cost when 
they default, securitization led to lax lending. It fostered "moral hazard" amongst mortgage 
originators (mainly Banks), which led them to issue loans to un-creditworthy borrowers. 
Securitization - slipping lending standards - increased credit supply - faster house price growth - 
rising default rates. 

Interestingly there were fewer defaults than average when loans were sold to an affiliate of the 
originator: when the interests of originators and buyers were aligned, subsequent defaults were less 
likely! Due to securitization, poor quality mortgages spread throughout the entire global credit 
system. Unfortunately it did not stop there: commercial property, credit cards, corporate debt, 
credit-default swaps, etc. have also been included. One of the serious problems securitization 
created was the fact that loan originators, who were paid up front, had no incentive to avoid bad 
credits and every reason to piggy-back inappropriate products onto good ones. 
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The Federal Reserve in the USA ignored warnings about sub-prime excesses, eagerly championing 
"new paradigms" from hybrid mortgages to credit derivatives. Speculation in housing, driven by 
cheap and readily available credit, was driven even more under the pretense of innovation. Along the 
way, Banks cooked up a simmering alphabet soup, whose ingredients included: 

o leveraged buy-outs (LBOS) debt to finance private equity deals 
o collaterized debt obligations (CDOS) which repackage asset backed securities 
o collaterized loan obligations (CLOS) which do the same for corporate loans 
o structured investment vehicles (SIVS) 

o conduits, which Banks use to keep some of their exposure off their balance sheets 
o credit default swaps (CDS), like insurance, enabling buyers to separate the risk of default 
from a bond's other features, such as interest rate. 

Bear Sterns was particularly active in this credit default swaps market, which grew exponentially to 
around $45 trillion. This tool, designed as an instrument for insurance, became a tool for speculators. 
In some cases, the amount of outstanding insurance via CDS is far greater than the underlying value 
of the bonds. So tarnished has the sub-prime mortgage market become because, amongst others, of 
shoddy loan underwriting and fraud, that investors are likely to shun securities linked to it for months 
if not years. Before the sub-prime crisis, it was widely thought that Banks had succeeded in 
dispersing risk. Banks bought protection on credit derivatives from Monoline Bond Insurers in the 
form of credit default swaps. But the insurers' capital base is now so thin that they may not be able 
to pay any claims. That leaves Banks facing another potential hit. In the unlikely event that all 
Monolines would default, the total bill is estimated to come to $34 billion. 

What, in the end, might be even more serious, is the possibility of a general constriction of credit 
(such as, in a way, Japan has been struggling with for well over a decade) if Banks' capital bases 
continue to be sapped by soaring provisions and declining earnings, even though recapitalization 
might soften the impact somewhat (although not enough). 

d). Risk modeling/ Rating agencies 

Alongside the Banks, the "gatekeepers" who were supposed to lend stability and credibility to the 
new originate-and-distribute model of finance have also been found wanting. Rating agencies' 
models underplayed the risk that loans from different lenders and regions could turn sour at the 
same time. Bond insurers too misjudged the risks lurking in CDOS. This failure undermined the worth 
of their guarantees and tainted their own credit ratings. Banks and rating agencies were gripped by 
the pretense that all finance can be calculated by risk-modeling. It did not help that many investors 
blindly accepted the rating agencies as a kind of "financial Supreme Court": the markets over reliance 
on ratings as a short cut to assessing risk caused much grief. The rating agencies, paid for their 
appraisals by the seller and not the buyer, were compromised from the start. In any case, their 
quantitative models appear to have ignored the possibility that large losses would be likelier than 
what standard statistical models predicted. 
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e) . Low interest rates/ high monetary liquidity/ carry trade/ foreign currency exchange rates 

Finance was not solely to blame for the crisis. The Federal Reserve fueled the housing boom by 
sharply cutting the cost of short term money after the dot.com crisis of 2001. Lax monetary policy 
also played an important role. Low interest rates boosted the price of assets, especially of housing, 
which in turn fed into complex debt securities. This created a spiral of debt which is gradually being 
unwound. Due to the extremely low interest rates ruling in Japan this past decade compared to the 
rest of the world, numerous investors borrowed cheaply in Yen and invested in U.S dollar (and other 
high yielding currencies) denominated securities giving much higher returns, while taking a positive 
view on the Yen/U.S. dollar currency exchange rate. The so-called carry trade. 

f) . Housing bubble. 

Another root of the housing crisis is not just the massive financial misrepresentation and greed from 
those selling mortgages or the fact that financial products were inappropriate/bad, but also the very 
widespread financial illiteracy and ignorance on the part of home buyers. It was widely assumed by 
most people that house prices could only go up. American financiers happily advanced money also to 
"ninjas": people with no income, no job and no assets. At the end of January 2008, 82% of all 
mortgages in the U.S. were backed by either mortgage financing giant, Fannie Mae or Freddie Mac, 
up from only 46% in the second quarter of 2007. Risk seems to be rising that they may need a 
government bailout that could cost much more than previous rescues (estimated at anywhere 
between $450 billion and $1 trillion), as a meltdown at these giants could batter the housing and 
credit markets even more. 

The American housing crisis is still getting worse, in some cities house prices are down by up to 14 % 
compared to a year earlier. In general, house prices might eventually drop, country wide, by between 
20 to 30%. In the U.K. house prices could fall by another 20%, also because the availability of credit is 
very poor now and house prices are still too high. Even commercial property may be in bubble 
territory, despite the fact that prices have already fallen by about 14%. 

g) . Lack of supervision 

External supervision. 

America's and other nations' failure to supervise the sub-prime mortgage market counts as one of 
the most import causes of the Global Credit Crisis. In Britain the collapse of Northern Rock was also 
largely the result of inadequate national supervision, an outdated system of deposit insurance and 
the lack of teamwork between Britain's Financial Services Authority, the Bank of England and the 
Treasury. The system's own safety features turned out to be its weakest point. The bottom fell out of 
AAA bonds when housing markets failed to do what the rating agencies had expected. Banks avoided 
rules requiring them to put aside capital, by warehousing vast sums off balance sheet with disastrous 
results. A recent survey found that 68% of Britons were "not confident at all" in their government's 
ability to cope with the credit crunch compared to 52% in Germany, 51% in the U.S., 50% in France, 
43% in Italy and 36% in Spain. 

Internal supervision. 

As long as profits were made, rules were bent and broken. The status of risk managers within Banks 
and a general strong motivation to earn higher bonuses as well as a desire to keep up with the 
dizzying growth of the derivatives market kept up the pressure to chase sales while disregarding risk 
aspects. The important disciplines of transparency and accountability weakened continuously. To 
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name but one example, how was it possible for the 3.400 risk managers at UBS not to have spotted 
the pitfalls lying ahead? Did either exuberant enthusiasm or ignorance/disregarding of normal risk 
policies or weak cultural hierarchical structures play decisive roles? No doubt much soul searching 
and strengthening of risk profiles of the whole financial sector lies ahead. 

II VALUATIONS 

Warren Buffett: "risk comes from not knowing what you are doing". While this may seem a common 
sense remark, it is very much applicable to the present credit crisis. According to some financial 
decision makers, the chief cause of the credit meltdown is not folly or reckless lending or the demise 
of America's financial management but an accounting rule: "mark-to-market". This seemingly 
innocuous term requires that companies, banks, hedge funds, mutual funds, etc. report the market 
price of the financial instruments they hold and trade. Mutual Funds trading stock have to do so 
every day, publicly held firms (like Bear Sterns) need to do this every quarter and hedge funds are 
required to do this on a rolling basis to reassure their clients that the assets they put up for collateral 
are still worth something. Mark-to-market (also called fair-value accounting) is therefore crucial for 
the functioning of transparent markets. In most cases this is relatively easy to do (mutual funds), but 
in the case of thinly traded assets for which there is no ready market (mortgage backed securities, 
corporate debt, venture capital investments, etc.) this becomes a challenge. In such cases managers 
mark-to-market either by comparing similar type assets or by estimating what market participants 
would use in pricing the asset or liability. 

However, many of today's new complex financial instruments lack a long trading history or deep 
markets and their valuations became less stable. To value these, mark-to-model valuations were 
introduced, i.e. educated guesses based on algorithms. On top of this, in many instances funds were 
forced to sell assets to meet margin calls or creditors would seize and sell them, resulting in a 
downward price spiral causing often the disappearance of buyers altogether. The valuation of these 
new instruments also plummeted because of market psychology with the end result that the whole 
global financial complex has been forced to massively cut the mark-to-market value of their holdings 
because those values are based on incredibly pessimistic indices. 

Therefore, is the mark-to-market way of valuation imploding the U.S. financial system by creating a 
"liquidity black hole"? Is it assisting in turning a liquidity crisis into a solvency crisis? On the other 
hand, sticking to historic-cost accounting when prices fall in a crisis could have more long term 
damning effects: look at Japan, where this past decade banks implemented that system and had 
every reason not to restructure assets because that would have meant owing up to losses. The 
economy was sunk by stagnant loans to "zombie" companies. Apart from leaving investors in the 
dark about valuations, it was also prone to fraud and left sloppy lending unpunished. Apparently the 
various Banks globally show differences in valuations and in terms of content of disclosure and 
presentations made in statements, resulting in difficulty to assess the risk profile of Banks. Lack of 
consistency in Banks' valuations and uncertainty about their accuracy and inadequate transparency 
may very well have contributed to the lack of confidence of market participants and increased 
market turbulence. 
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Ill REGULATIONS 

a) . GENERAL 

According to New York senator Charles Schumer, chairman of the Joint Economic Committee, the 
credit crisis may get worse and regulatory failings helped fuel the problems rocking the economy. "In 
my view, this credit crisis is as much a failure of regulation as it is a failure of the marketplace". "We 
have a 21 st century global financial system, but a 20 th century national set of financial regulations. 
That needs to change soon". Former Fed. Reserve Chairman Paul Volcker suggested that the failures 
in the credit markets were widespread, ranging from regulations to basic economic problems such as 
the rising U.S. trade gap. 

The Swiss Banking watchdog, the EBK, recently made it clear that previous Swiss Banking virtues like 
prudence and sobriety are to be the watchwords once more. When UBS and Credit Suisse recover 
from this crisis it will put tougher controls and higher capital charges on high-rolling investment 
Banking. 

In its recent report the IMF said that government regulation and supervision of the financial sector, 
along with private sector risk management, all lagged behind the rapid innovation of Banks and 
securities firms, which resulted in excessive risk taking, weak underwriting and asset price inflation. 

b) . RATING AGENCIES. 

Though the rating agencies do not have to suffer giant write-downs, they have paid a high price. 
Before the market imploded, almost half the revenue of Moody's, a leading agency, came from 
structured finance. Now the agencies are revising their rating criteria in a bid to head off tougher 
regulation. Financial regulators, during a meeting in April in Amsterdam said that they would review 
a code of conduct for rating agencies. In an effort to head off draconian new rules, agencies have 
begun to think about changing the way they do business. Flowever, they need to convince the world 
that they really mean it. Because ratings are deeply embedded in financial regulation, they have been 
handed an oligopoly. They suffer a conflict of interest, being paid by the issuers of the securities they 
rate, not by investors; and they are unaccountable because their ratings are deemed mere opinions 
and thus protected as free speech. Switching to an investor-pays system might seem the obvious 
solution but is not easy to enforce. 

C). FINANCIAL INSTITUTIONS. 

Reports from the IMF, the Financial Stability Forum, the Basel Committee on Banking Supervisions 
and other bodies drew attention recently to the appalling risk-management by many Banks before 
the credit crisis. That is bound to mean tighter capital standards and tougher supervision. 
Problematic though is the G7's focus on the market for financial derivatives traded off-exchange. 
These are the volatile instruments that, had Bear Sterns collapsed, could have brought down the 
financial system with it. No wonder regulators are keen to simplify and standardize them, but this is 
easier said than done: derivatives are the central battleground between Banks and their regulators 
(see also under "Possible Solutions"). 
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IV RESULTS 

a) . GENERAL 

Warren Buffett: "In the short run, the markets are a voting machine - people get any result they 
want. But in the long run, markets are weighing machines - only the fundamentals matter". Faith in 
open markets has been poisoned by a crisis that has spread from one asset to the next. First there 
was disbelief and denial, then fear and now comes anger. This crisis is damaging not just the 
reputation of the financial system, but also the lives of millions who are losing their houses, 
businesses and jobs as a result of it. Consumer confidence in the USA (and gradually all over the 
world) has fallen to its lowest level in 15 years, risking a slump in spending and a prolongation of the 
economic slowdown. 

Although the broader equity markets are still relatively resilient (except for the financial and 
housing/construction and retail sectors), in many countries property prices are in retreat: now that 
houses are no longer operating as ATM machines, consumer spending (70% of US GDP) has only one 
direction to go, the financial services sector (which accounts for almost 10% of UK pic but over 25% 
of recent economic growth) has simply hunkered down, waiting for the axe to fall. There will be 
inevitable knock-on effects for, amongst others, estate agents, construction groups, financial 
intermediaries, retailers, tourism/airlines, etc. 

According to the IMF's recent Global Financial Stability Report the US mortgage and credit crisis 
could cause almost $1 trillion in financial losses with $565 billion stemming from the residence 
mortgage market and related securities and the rest from the commercial real estate, consumer 
credit and corporate debt markets. Following a $530 billion drop in wealth in the fourth quarter of 

2007, during the first quarter of 2008 Americans' net worth dropped by another $1.7 trillion as 
declines in home values and the stock market ravaged their holdings. The percentage of businesses 
quoted on the Stock Exchanges in the US with poor credit worthiness ratings during the two previous 
credit crises was 40% in 1991, 50% in 2000 but is now 66% in 2008. 

b) . BANKING/FINANCIAL SECTOR 

The credit markets almost seized up in August, then in December 2007 and lastly in March 2008. 

After clients withdrew $17 billion in 2 days and other Banks were refusing to step into clients' shoes 
as counterparties in derivatives trades, the Fed. moved in with emergency funding and on 14 th March 

2008, the 85 year old investment bank Bear Sterns, which had US$ 11.1 billion in tangible equity 
capital supporting $395 billion in assets, a leverage ratio of more than 35 to 1, suffered a serious 
liquidity crisis resulting in the take-over by J.P. Morgan. This showed how the boundary between 
illiquidity and insolvency is fast dissolving. On each occasion the Federal Reserve led a rescue 
attempt. Counterparty risk has been shaking the markets Banks have a multitude of offsetting 
positions with each other. When assessing their market risk, they normally look at their net 
positions. But if a counterparty is in trouble, that may not be appropriate. 

The fear is that the financial markets have entered a negative spiral, being forced to sell bonds and 
loans (irrespective of whether they believe the borrowers will eventually repay or not), exacerbated 
by the falls in the securitization market and fears about counterparty risk. This is causing Banks less 
willing to lend, even to worthy borrowers and encourages, not just recapitalization of the Banks but 
also sale of their assets in general. 
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Exotic products, new accounting rules and an unprecedented liquidity freeze have hit Banks hard but 
the actual terrain is gradually changing from falls in the market value of securities to actual credit 
losses. In the USA worries are focused on home-equity lending (more than US$1 trillion outstanding) 
as home owners fall into negative equity. Lending criteria are being tightened, also in respect of car 
loans and credit card loans. Some $750 bn. of annual mortgage lending has dried up as the 
securitization of sub-prime and jumbo loans has collapsed. To ameliorate the situation, the Fed. has 
been slashing interest rates and changed its rule book on financing troubled institutions: lending is 
now being extended at its discount window, not just to commercial Banks but also to all bond dealers 
- for the first time investment Banks have a lender of last resort. The new danger is now that the Fed 
may find itself pushed by Wall Street to leave interest rates too low for too long, which could damage 
the upcoming fight against increased inflation. 

Although there is an estimated overhang of committed lending facilities of some US$6 trillion to be 
drawn down, companies will find it more difficult to borrow while weaker ones will get into trouble: 
this is estimated as the single biggest factor influencing corporate default rates according to lending 
surveys of the Fed. and the European Central Bank. It seems also unlikely that the full impact of 
tighter lending standards on consumer demand has yet been felt. The longer the mistrust persists, 
the greater will be the economic fall-out, which in turn increases the vicious circle even more. 

UBS still has $31 billion of sub-prime on its books, not far below $37 billion that it has already written 
down. It is estimated that, among the top 20 Banks, there could be up to $80 billion additional mark- 
downs this year. This on top of the $350 billion in asset write-downs and credit losses already 
incurred by the world's biggest Banks and securities firms. In turn these losses caused a massive 
capital raising exercise by the Banks concerned, totaling $231 billion since July 2007, of which 
Citigroup raised $41,7 billion, UBS $26,9 billion, Royal Bank of Scotland $24 billion and Merril Lynch 
$16,1 billion. An amazing aspect is the apparent equanimity with which investors greet these. Just in 
Europe (as per end June 2008) Banks so far raised new capital to the tune of US$73 billion but may 
need another additional US$90 billion to be raised. Investment Banks dealing with hedge funds are 
tightening lending standards. Hedge funds are being forced to sell their best assets to meet their 
debts, adding to the crisis. As assets are being sold, so the prices keep on dropping, increasing 
concern about their finances. 

There is now a better prospect than before for Banks' remuneration, compensation and bonus 
systems of top officials to be more closely scrutinized by shareholders and to be aligned to successful 
and risk adjusted strategies (with annual bonus, etc. to be placed in escrow for several years). 
Substantial job cuts (about 48.000) have been announced this year of which Citigroup 15.200; UBS 
5.500; Merrill Lynch 5220. This past year about 83.000 jobs were lost by financial firms and it is 
estimated that by June 2009 that figure may have grown to as many as 200.000 jobs. In the 
meantime the Banking and Financial Institutions sectors on virtually all world-wide stock markets 
continued to decline substantially. 
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c). GLOBAL IMPACT 

Although the credit crisis has mainly hit America and Europe, it has also undermined the willingness 
of foreigners to finance America's current account deficit. Data show that overseas investors own 
some $1.5 trillion of asset-backed debt, investments that have gone badly wrong: they will not be 
willing to lend in the same way again. While the US Federal Reserve has lowered the official US 
interest rate since September 2007 from 5.25% to 2% and substantially increased monetary liquidity, 
the future impact on inflation and potential new bubbles, not just in the USA but globally, may be 
sowing seeds for more trouble to come. 

D) . INSURANCE SECTOR 

Although many insurers have performed better than the Banks, worst hit are America's bond 
insurers/mono-lines which, like lemmings, rushed to guarantee dodgy asset-backed securities that 
eventually threatened a further meltdown in credit markets. Then there are the mortgage insurers, 
another obscure corner of the industry that is a financial black hole. Billions are lost and credit 
ratings cut. Such problems are seeping into the mainstream industry via re-insurers such as Swiss Re 
and XL Capital, which underwrote some of the specialists' risks. 

Red lights are also flashing in the D&O market because of an expected flood of litigation linked to the 
credit crunch. As some parties are walking away from their obligations, increased doubt is thrown on 
the reliability of contracts and documentation in the derivatives world. Expected losses could top $9 
billion. So insurers too are learning that modeling risks is not the same as managing them. The credit 
crunch has caused the cost of insuring against Bank defaults to rocket. 

E) . RATING AGENCIES 

Rating agencies are under scrutiny by regulators and politicians over the role they played in the US 
sub-prime mortgage crisis, facing allegations of having assigned ratings that were too high to bonds 
backed by poor quality mortgages. 

F) . HOUSING 

Unfortunately the housing implosion in the US is not over and might take until 2009/2010 to hit 
bottom. Analysts at Goldman Sachs reckon that the correction in national house prices is only half 
way through: they expect a 20% correction overall or another 10% decline from present levels. A 
slower economy, lower consumer spending, higher fuel and food prices and tighter credit are not 
helping. Mortgage defaults have caused firms to suffer almost US$400 billion of write-downs and 
losses so far. The general reduction in property taxes awaiting many cities could make the local 
government budget crisis the worst in nearly 30 years. With falling revenue, states, cities and towns 
in the US have up to now announced layoffs of about 45.000 employees which are still continuing, 
quite apart from the job losses of the battered auto makers and home/construction builders. 
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G) . CORPORATES. 

Losses are now emerging in areas other than housing. After a long period of almost no bond defaults 
by companies, there have been 21 failures this year while about 122 issuers, with debt of around 
$102 billion, are deemed vulnerable to default. Corporate debt is the shaky foundation for trillions of 
dollars of derivatives contracts. The oil crisis is adding to the credit crisis woes. General Motors stock 
price fell end June 2008 to levels last seen in 1954. In the month of June 2008 alone its share price 
tumbled over 35%. While GM's market worth is now only US$6 bn. it is also saddled with a debt 
mountain of US$16 bn. 

H) . GLOBAL COST. 

Most members of the IMF have undergone at least some distress since the late 1970's. Crises in 
poorer countries tend to be deeper and more costly, often because they are twinned with collapsing 
currencies. According to the World Bank the bail-out of Argentina's banking system in the early 
1980's cost a stunning 55% of GDP to fix. Bolstering Finland's banks in the early 1990's came to 8% of 
GDP and Sweden's was similar. The USA spent more than 3% of GDP to clean up the savings-and- 
loans crisis. An estimate of prospective lending losses of today's troubles is around US$1.1 trillion of 
which at least half would be borne in America by Banks, investors and in foregone taxes, equivalent 
of about 3.3% of last year's U.S. GDP. However, in today's unholy tangle of short-term funding and 
long term derivatives contracts, still more Banks may well fall into the liquidity traps that snared Bear 
Stern and the UK's Northern Rock. 

V. ANALYSIS 

Business and investment cycles come and go, but like historic blow-ups, most credit crunches have 
their roots in short sighted monetary policies and in the tendency for Bank lending, rising asset prices 
and strong GDP growth to reinforce each other. Warnings were given for years by the Bank for 
International Settlements (BIS), the Basel based Bank for Central Banks, that interest rates were 
being held too low and not enough heed was given to the rapid growth in borrowing (including carry- 
trade). The bursting of credit and house price bubbles in the USA and other countries now confirms 
the value of these warnings. 

Leverage ratios (combined with excessive risk), especially of investment Banks, have grown 
dramatically in the past ten years. For instance the combined assets (about US$2.3 trillion) of both 
UBS and Credit Suisse amount to seven times Swiss GDP. In the meantime the share price of, for 
instance, UBS, dropped recently to 70% below its peak of June 2007. In case of insolvency, the Swiss 
Deposit Insurance Scheme is capped at SFr 4 billion per Bank and covers only deposits held in 
Switzerland. If either UBS or Credit Suisse failed, the Swiss economy would be wrecked. It appears 
that, while banking went globally, the various national regulations did not. Apart from the fact that, 
even on a national basis, the necessary regulations were often not in place (especially as regards 
investment banking), in many instances these were also not enforced and occasionally even 
softened. 
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VI POSSIBLE SOLUTIONS 

1). Short term. 

Financial system. 

o Strengthening the banking/insurance system by raising new equity capital (discounted 
general rights issues, private equity investments and/or sovereign wealth funds), selling off 
non-core parts and assets and completing write downs and halting or reducing dividend 
payments. 

o Increasing transparency by the Banks to win back some confidence. 

o Reducing leverage and risk of existing and new Bank business. Changing strategies. 

o Reviewing all salary and employee benefits of the Banking sector and review the number of 
Bank employees. 

o Reviewing the LIBOR (London Inter Bank Offered Rate) system, which is a benchmark for 
about US$350 trillion in debt-related securities and derivatives: would be more reliable if 
Banks offered rates anonymously, removing the stigma of appearing to have trouble 
accessing capital (checks and balances required). 

o Dividing troubled financial firms into good Banks and bad Banks, with the shaky assets being 
parked into the "bad" entities. 

o Splitting private Banking from investment Banking and from asset management. 

o Enforcing a new code of conduct on a national basis for rating agencies, improving 
disclosure, governance and modeling. Switching to an investor-pays system and ending the 
regulatory dependence on ratings, thus eliminating a conflict of interest between credit 
raters and investment Banks which pay them to grade securities, (see also under 3) below). 


2). Medium term. 

o Reviewing and simplifying international accounting rules on financial reporting, keeping 
particularly in mind "fair value" and "mark-to-market" issues. 

o Ensuring that originators retain the riskiest portion of securitized loans. 

o Enforcing that prime brokers should stop lending to hedge funds which fail to disclose their 
audited balance sheets. 

o Arranging that trading of credit derivatives is brought onto exchanges for the sake of safety 
(even if costs go up). 

o Re-introducing some aspects of the old Glass-Steagall act to separate Commercial Banking 
from capital market activities. 

o Improving the financial literacy of the general public to short-circuit financial 
misrepresentation, greed, fear and ignorance of risks. 
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3). Long term. 

- Introducing internationally enforced counter-cyclical regulations, requiring Banks to 
raise more equity capital in good years to see them through difficult ones, 
o Taking steps internationally to control default, liquidity risks and information disclosure of 
the financial sector, possibly by an international team, 
o Continuing to reform regulations internationally regarding credit-rating agencies with 
international watchdog (see also under 1) above), 
o Ensuring clear lines of monitoring and action-taking of the health of the financial system are 
put in place, on a national and international level, 
o Discussing the implementation of a Basel 3 (through BIS), looking, amongst others, at new 
capital requirements for all various classes of financial entities (with particular attention to 
off balance sheet financing), strengthening liquidity risk management and supervision, 
boosting Banks' risk management, disclosure and valuation practices. 

Note: regulations must be about cure as well as prevention. Business and investment cycles have 
been with us for hundreds of years but enforcement of national and international proper regulations 
may smoothen out the sharp valleys and peaks. 

VII TIME FRAME 

According to the Economic Cycle Indicator (please see "Some notes on Business and other Cycles") 
the years from 2007 to 2012 will be part of a short to medium term down wave, turning up to a short 
term up wave from 2012 to 2016. At or near the bottom of a Business Cycle those with money 
gradually start to come back into the market again. 

As tightening credit markets have made it more difficult and costly to raise funds for large 
acquisitions, investors have opted to buy smaller stakes in companies rather than pursue full 
takeovers. Opportunities to invest are still being found. In the first 4 months of this year the number 
of global deals involving minority investments has risen to 4.000, up 32% compared to the same 
period last year. 

Cleaning out and improving companies' Balance Sheets and adjusting leverage and risk profiles takes 
time. Most of the time, after a forest or veld fire, flora and fauna spring up again in its wake, 
sometimes even more copious than before, which is also true of the various credit crises the world 
has seen over the years. It is however of great importance for reforms to focus on the underlying 
causes of this latest global credit crisis and not just on one of the triggers, such as the packaging of 
unsound mortgages into exotic securities sold as safe investments. 

**With acknowledgement to: 

The Economist, London 

Business Day, South Africa 

Business Times (Sunday Times), South Africa 

CNN, Bloomberg News Services, The Times, London 

New York Times, New York 

Financial Times, London 

Reuters News, Newsweek 

SAPA, Business Report, SA 
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2). The global credit crisis** continued, issued in Nov. 2008 for students of the 
Hanze University of Applied Sciences, the Netherlands. 


1) GOING FROM RECESSION TO DEPRESSION? 

2) THE ISSUE OF "TOO BIG TO FAIL" 

3) A POSSIBLE WAY TO REVIVE CREDIT MARKETS 


1) Going from Recession to Depression? 

a). Brief comparison between the present situation and the 1929/1939 Depression 

Present situation November 2008 1930's Depression situation 


Commodities peaked in mid-2008 
while stock markets were already 
weakening some months before 

USA is a huge debtor nation (since 
1985), present national debt $10.5 
trillion 

Home ownership peaked at 69.2% 
in 2004 

Currency not backed by gold or silver 

FDIC guarantee to small savers 

Social security and Pension Funds 
(although mainly unfunded) 

Unemployment levels in major 
economies well under 10% 

(6.1% USA in Sept. 2008) but 


Commodities peaked in 1920, 9 years 
before the 1929 stock market crash 

USA was a creditor nation 

Home ownership was at 30% 

Currency backed by silver 
No FDIC guarantee 
Much less security 

Unemployment in the USA 25% 


increasing fast - Citibank alone to shed 
50.000 jobs the next 4 months, UK expected 
to have 3 million unemployed by 2009 


Mutual funds/Hedge funds, etc. Stocks less widely held, 

(bigger spread of stockholders) 


All time high public and private debts Level of debts much less (no credit cards, etc.) 
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More interconnected global economy, 
yet policy makers and regulators still 
balkanized 

Japan - Nikkei index peaked around 
48.000 in 1989, even now still only 
8400, about 83% down after 19 years. 
Fixed property prices levels fell by 
well over 80%, still down now. 

August 2007 Dow Jones Index peaked 
at 14.300, now at about 8.500 only 
41% down. 

USA annual GDP growth in 2007 
was 2.2%, 3 rd quarter 2008 -0.3% 

CPI inflation in USA now 5 % p.a. 

Economic sectors hit: housing, con¬ 
struction, banking, motor mnf. and 
allied industries, transport, etc. 

USA still largest economy ($14.3 
trillion) with 23% of world GDP 


Real slump hit in 1932 and later: protectionism 
was applied and taxes raised 

During 1927/29 Dow Jones Index peaked at 
452, then dropped to 58, i.e. 87% down. Peak 
was only reached again in 1954 after 25 years. 


USA annual GDP dropped 25% between 
1929 and 1933. 


Housing, banking, construction, motor 
mnf. and allied industries, farming, mining 
logging, consumer spending down 10% 

USA world's biggest economy since 1870s 


Deflation of prices from mid-1930, 
wages dropped in 1931 


f) Conclusion 

Even though there are many differences, the similarities that do exist are a source of great worry 
around the world and are serious enough to warrant a complete overhaul of the financial system. 
Question asked in the USA already for over 200 years: who should have the power to create money 
and credit and to decide how these are to be used? In the past this was done mainly by the ruler of 
the day and his/her political/financial advisers, now this is done by politicians and banks. No proper 
effective checking mechanism or full accountability is yet in place. 

The USA abused the US$ reserve currency role, thus endangering its credit worthiness and exchange 
value. Jobs moved offshore and the US Budget and Trade deficits, already huge, are still growing. If 
foreigners, who have been buyers of about 80% of US bonds these past 10 years or so, stop financing 
the gap, long term interest rates may go very high to encourage them: bad for home owners, etc. An 
alternative might be "to let the printing presses roll" which could result in hyper-inflation or the US 
government might be unable to pay its bills. Through huge bail-outs and misallocation of trillions, 
what are the seeds planted for the future? A continuation of this bubble or another mega-bubble 
could still be in the pipeline. 
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2) The issue of "too big to fail". 

If a company is small, in the end, if the situations turns for the worse, its Bank and/or creditors may 
own it. If however it has grown very large and becomes "too big to fail", it owns the Bank. Similarly a 
Bank or Company or Group of Companies may eventually grow to such an extent that it becomes too 
big to fail and "has to be" bailed out by the government (on a national or global scale). 

a) . The key words during the process of building up companies and industries on a national and/or 
global scale until they would appear to be "too big to fail" are: 

greed/selfishness—lemming/herd mentality—fear—ignorance/financial illiteracy—laziness (slow to 
act or not at all)—fraud/false pretenses—lack of responsibility/respect/care—deception of self and 
others—denial (not to be confused with optimism). 

b) . This has been a problem for numerous Banks in history and might for instance be managed by 
implementing the following regulations, such as: 

o spread the risk per each individual company, including subsidiaries/associates/holding 
company/off balance sheet interests, 
o spread the risk percentage per country (country risk) 
o spread the risk per type of industry/trade/service 
o spread the risk per time period 

o spread the risk per method and instruments of finance 

A solution might be to build a new risk model limiting a Bank's exposure for instance to no more than 
3 % exposure to any one entity, group, etc. 

c) . The next step would be to implement such a risk regulation, then to regularly verify its 
implementation and ensure reporting back to the relative overseeing body which should have the 
authority to confirm or take rectifying action with the power to stop, amend or break up along the 
lines of anti-trust/anti-competitive institutions. 

d) . Financial, accounting and other innovations (potential pyramid types or multiplying effect based 
on one and the same underlying asset or damaging potential?) should be vetted by the same or 
similar overseeing body and, once approved, should continue to follow the steps as outlined under c) 
above. 

e) . This same system should be applied to nations, group of nations and on a global level to all parts 
of the economy, such as the financial industries, assets side (tangible and intangible, including fixed 
assets, commodities, "real economy", etc.). A danger would be the creation of a "nanny state/world" 
or worse: autocracy. To balance the different power roles, apart from the usual split into an 
executive (including power to enforce), law making and judicial branch of government, another 
fourth one could be added having a general moral overseeing role (consisting of leaders of all moral, 
ethical and religious persuasions?) to guide the constant renewal of science, etc.(cloning, bio¬ 
technology, etc.). These could serve for a specific limited time period. 
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f) . In many contentious cases it would seem advisable to check the "blame game" when looking for 
causes, results and solutions. For instance, not just who is worse, but how to treat a situation, such 
as: growers of cannabis/poppies, etc.—manufacturers of drugs—transporters—importers— 
traders/street drug dealers—drug users—those who encourage, by commission or omission, the 
continuation of the system. In this connection please see also under A) above. 

g) . Real solutions to the many problems/challenges are necessary, but first, after proper diagnosis, 
the core of the problem's cause should be exposed followed by the will and means to actively 
implement the medicine/solution. 

3) A possible way to revive credit markets 

GENERAL BACKGROUND 

Germany, Europe's largest economy, is officially in a recession, its worst in 12 years, led by trade as 
exports weakened and imports rose. Its GDP contracted 0.4% in the second and 0.5% in the third 
quarter of 2008. The forecast for next year is a German contraction of 1%. The IMF predicts a 
simultaneous contraction of both the US and Euro area. The general forecast for the UK and Japan is 
not much better, which would mean a contraction of most advanced economies next year for the 
first time since the Second World War. Germany's DAX index dropped by more than 40% this year, 
while business confidence fell to a five year low and manufacturing orders plunged in Sept. 2008. In 
the US Bank credit growth was about 6.5% in the 1990's and spiked to 12% in the 2003/2007 period. 
At the height of the housing bubble in 2006 the US personal savings rate turned negative (from an 
8% positive peak in 1993) but in the 2 nd quarter of 2008 turned to a positive 2.7%, evidence that 
Americans have started to save again. 

US household consumer spending, representing 2/3 rd of US economic activity, is going down 
continuously. Meanwhile there is still a constant flight to quality and complete risk aversion. Foreign 
investors have lost interest in corporate bonds and buy mainly US Treasury bills. The commercial 
paper market (short term debt), $1.9 trillion a year ago, declined these past few months to the 
present $1.5 trillion. One answer, especially by the Fed. was to reduce its official interest rate 
substantially with the result that its real interest rate (i.e. interest rate of 1% less CPI inflation rate of 
5%) is now, at -4% the lowest it has been in 32 years. 

Bailouts by the USA (and many other countries) has focused on recapitalizing Banks and taking 
troubling assets off Banks' books and place them on overburdened taxpayers' books, thus 
endangering US Treasury credit rating and in effect taking assets from competent people to give to 
incompetent people: the opposite of what normally happens in a downturn and against the 
"capitalist" system of rewarding the most competent/efficient. Taxpayers have to pay for the Banks' 
mistakes. In a sense this could be considered a waste of bailout funds. 

The change from a society based on increased debt and free markets—to a society based on 
available capital and relative protectionism—depression. This scenario is apparently not yet 
calculated in the prices of the markets. Low inflation or deflation result in an increase in savings, 
reduction of debts, credit limitation, structural high bankruptcies and mass unemployment. The 
return on bonds will then be higher than the return on stocks/shares. 
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Eventually the following situation might well develop: saving of the financial system—increase in the 
issue of (USA treasury) bonds—higher interest rates—crisis in paper money—hyper-inflation. 

LATEST SITUATION 

Since 12 th November 2008 the US Treasury Secretary Henry Paulson changed his mind about the use 
of the $700 billion bail-out TARP (Troubled Assets Relief Program), of which in the meantime about 
l/3 rd has been paid out, mainly to the financial sector. He proposed to use the outstanding balance 
to stimulate credit and auto lending and other non-mortgage consumer debt. The financing of that 
type of debt (total US credit card revolving credit is estimated at $970 billion), of which a large part 
has been securitized, has stalled like much of the rest of the banking sector. 

Paulson hopes that buying up debts directly will be a better way to stimulate lending than just 
purchasing Banks' shares and trying to force them to extend loans. However, the use of tax payers' 
money to buy up unsecured personal debts like these would be riskier than buying up mortgage 
bonds (where there is at least collateral security), as personal debts can be wiped away in the case of 
bankruptcy. Many believe that the reason why consumers aren't buying is more a function of lack of 
confidence than a lack of credit. This would be similar to the situation in Japan in the nineties. This 
lack of confidence seems mainly caused by the loss of (so-called ATM money) value in their homes, 
stock market losses and fear of possible job losses. The problem is now not really a shortage of 
liquidity but distrust in the solvability of each player in the economy, which may take a long time to 
be restored, eventually by way of strengthening Balance Sheets. 

Both ideas, to support the mortgage market and the credit card market don't appear to be such good 
ideas. To provide more leverage to consumers may backfire and may not be in the economy's long 
term interest. The credit card debt problem has been years in the making: the total balance rose by 
75% since 1995 while average real wages increased by only 4% in that period. The same would be 
applicable too to the Detroit auto manufacturers, whose problems have been in the making for many 
years as well. Although hundreds of thousands of jobs are at stake, including the support industries, 
this sector is now also classified by many as "too big to fail". However, as there is no way that a 
complete shutdown would destroy overall confidence in the economy as in the case of a total 
banking sector collapse, this statement is misused. In any case, if Sector 11 is called for by GM or 
others, this would give them some time and protection to re -structure their companies. 

In any case, who would run all these various investments efficiently on behalf of the government and 
taxpayers? Probably the "old" managements with one or two supervisors on the Board? So far, 
worldwide, about $1,070 billion has been written off of which at least $464 billion in the USA, $262 
billion in the EU and $134 billion in Asia. In the meantime about $864 billion has been injected in the 
struggling entities. 

POSSIBLE SOLUTIONS 

From the fear of "stagflation" (a stagnating economy combined with inflation) earlier this year the 
needle of the global compass appears to be turning to a falling economy with a drop in prices and 
increased unemployment, not unlike the 1930's: a deflationary environment, in which "cash is king". 
The old mantra of the financial sector "borrow from me" is changing to "pay me". For those who 
have the financial liquidity available, this is a once in a life time of investment opportunities. During 
the 1970's an easy monetary policy (causing higher consumer demand) combined with high company 
tax rates (curtailing output) pushed inflation up world-wide. It was during the 1980's that supply side 
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economics introduced a changed policy mix: a simultaneous tightening of monetary policy and a 
reduction of marginal tax rates. 

We are now seeing an easy monetary policy combined with bailouts and tax repayments: if not from 
increased taxes, eventually someone would have to pay for all this extravagance? The global 
securitization pyramid and the fact that in the USA home owners, when losing their homes, don't 
have to repay the unpaid outstanding balances on their mortgages, make the unraveling of debt, de¬ 
leveraging thereof and subsequent rebuilding of Building Sheets a very intricate and time consuming 
exercise which could take many years to finish. Ring fencing of problem areas could hasten the final 
solution and subsequently the division and bundling of financial organizations, institutions, 
companies and private individuals into "good" and "weak" or even "poor" entities should assist a 
return to confidence and a gradually healthier economic climate. This would hopefully prevent the 
present situation developing into a "Japanese" or even worse, a 1930's style deflationary period with 
long lasting and disastrous global effects. 

** With acknowledgements to: 

Financial Times, UK 
Time/CNN, USA 
Business Day, SA 
Elliot Wave Int. 

Wikipedia 
RTL Z, NL 
CNN Money, USA 
The Economist 
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3). The global credit crisis* continued, issued in July/Nov. 2008 for students of the 
Hanze University of Applied Sciences, the Netherlands. 

1) De-leveraging 

2) Deflation 

3) Depression 

4) Where do we stand now? 

5) Possible protection, remedies and opportunities 

1) De-leveraging 

The global problem is that almost all Banks have bad loans but no one, not even the Banks 
themselves, know just how bad they are. In these circumstances, lack of knowledge generates lack of 
trust which has been continuing, even after the Global Banking bail outs we have seen these past few 
months. It is now becoming clear that the world doesn't just have to face a sub-prime mortgage 
crisis, but a sub-prime financial system crisis! As a result, global de-leveraging by Banks and other 
Institutions is continuing on a grand scale, downgrading, selling and writing off bad 
investments/loans to such an extent that even new capital and loans raised could not keep up. Not 
just Banks, but also Mutual and Hedge Funds have had to sell stocks, to repay investors for early 
withdrawals and to meet margin calls by Banks as collateral for loans given which continue to go 
down in value. Investors pulled about $19.5 billion from equity Mutual Funds last week and $43.8 
billion in the week before: the past 16 weeks have only seen withdrawals - a self-feeding downward 
spiral/vortex. 

About 50 financial firms in the US have so far received equity injections amounting to $172 billion 
with another $78 billion still to be awarded (as part of the $700 billion government bail-out). Virtually 
all Bank stocks continue to trade lower and there is a lot of speculation about what is going to 
happen to one the biggest, Citigroup, which racked up huge losses from risky sub-prime mortgages. 
On top of a previously announced 25.000 staff reduction, a very recent further announcement has 
been made that another 52.000 jobs will be shed in the near future. In the meantime, the financial 
industry has been trying to reduce the “damage" suffered by increasing the cost of credit and by 
tightening up severely lending practices ending in a reluctance to lend. The day of reckoning came 
about two months ago when the deepening financial crisis brought about the abrupt closure of the 
overnight commercial paper market. Even the most solid companies went in a desperate scramble 
for money to meet such basic requirements as money to pay salaries. Since then, businesses have 
been trying to gather as much cash as possible and to hang on to it as long as possible. This cash 
squeeze is a huge problem for the world economy and explains the, unbelievably fast, drop in 
demand for commodities, goods and services. 

Even now most of the real panic is still hidden. Stock markets' downward trend has not halted yet - 
not just caused by short selling. Gradually not only companies but also consumers are showing an 
unwillingness to spend and, on the contrary, are starting to save and postpone expenditure. At the 
moment, the US financial system still has $37 trillion of debt outstanding. The 8 biggest ones have 
about $12.2 trillion of assets and only $406 billion of tangible common capital, just 3.4% resulting in a 
gearing/leveraging of still almost 30 times. This de-leveraging and repairing of Balance Sheets went 
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from the financial sector to the real economy and now the consumers, finally touching also the weak 
Balance Sheets of many nations, especially those with large current account deficits and national 
debts. Severe drops in currencies and emergency loans from the IMF (with not always easy 
conditions attached) can be seen on a large scale. 

National financial weaknesses: big current account deficits (i.e. spending more than earning) have 
been financed by large borrowing from abroad. Should this borrowing become less, it would be the 
equivalent of a run on a Bank. Currencies would drop in value, interest rates would be increased 
drastically, which in turn would push the country further down in recession and finally in a bankrupt 
situation, having to renege on its foreign loans. Additional signs of forthcoming trouble are often a 
poorly regulated banking system, excessive borrowing (many times in foreign currencies), reckless 
lending, weak corporate governance and widespread cronyism. Based on these criteria, wouldn't the 
USA be the biggest "emerging market" of them all? 

2) Deflation 

Apart from the experiences suffered in Japan from 1990 to about 2002, the world has not really 
experienced deflation since the end of the Depression era of the 1930's. Even though various 
recessions occurred since the 1950's (such as in 1958, 1973, 1981, 1990, 2001, 2008) in general 
virtually all business people today have only experienced an inflationary climate. Now the outlook for 
the US and other economies is worsening at the fastest pace on record. Stocks have not been 
declining this much in one full year (2008) since 1931. Many commodities have been dropping these 
past few months by well over 50%. Long term corporate bonds declined in value by more than 18% 
on average, worse than in any full year since 1926. An acute risk aversion is taking hold on a global 
level and a lack of buyers is having disastrous effects on prices. The loss of independent firms that 
functioned as market makers, such as Bear Sterns, Lehman Brothers, Merrill Lynch and Wachovia has 
disrupted markets as does the continuous de-leveraging. Banks are cutting back lending even to good 
clients, notwithstanding receiving funds from TARP. The constant deterioration of the real global 
economy in the wake of the ongoing US (and other countries') housing bust and subsequent credit 
crisis is accelerating at a frightening pace. Falls in the CPI of many nations shows that prices are 
dropping and the prospect of outright deflation in the US, Europe, Japan and elsewhere is becoming 
gradually a real danger. 

Even in China, the world's largest developing nation, officials acknowledge that the risk of inflation is 
gone. Interest rates have been cut many times during the past few months. As the global financial 
system is going through a vicious process of de-leveraging, debts relative to assets (loans in the case 
of Banks) are being reduced and a constant scramble is taking place to rebuild battered balance 
sheets and regain some investors' confidence with the result that very little lending is taking place. 

The problem: credit, far from expanding, is still contracting around the world, despite all the efforts 
by many governments to salvage the financial system. The final result, a deflationary bust, is visible 
everywhere, not just in the financial sector but more and more in all parts of the real economy. The 
clearest evidence is the drop in the price of oil in 2 or 3 months from a peak of $147 in July 2008 to 
the present approximately $50 a barrel. Because of the continuation of this vicious cycle, it appears 
as if the deflationary forces will intensify in the coming months. Declining economies lead to 
contractions in lending, as the number of creditworthy borrowers reduces and Banks try to avoid 
making more bad loans. 
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What is really surprising most people is the totally unforeseen speed at which prices and economies 
are sinking. Even zero interest rates and throwing a flood of money at the system does not seem to 
do the trick of stopping this trend. Big stimulation packages, tax relief and other measures are being 
tried by desperate governments, but the question remains if these will really entice consumers and 
businesses to forego going back to saving and start to spend and invest again? These measures 
unfortunately did not assist Japan's economy much during the past 20 years or so and it looks as if 
this scenario is going to be repeated now a global scale. 

3) Depression 

This does not look like a typical recession, which is normally brought on by the Central Bank 
tightening in the face of excessive demand and rising prices as part of the inventory business cycle. 
Normal credit mechanisms were then working. This time it is different. The problem now, as in the 
1929 to 1940 period, is that the economy is not functioning normally. Fear is in evidence and 
government mistakes have worsened the situation. General panic has brought the credit sector to a 
virtual halt, even to borrowers with good credit. Distrust has spread from just between financial 
institutions downwards to the stock and commodity markets and the "real" economy. 

The huge global de-leveraging and disinflation, gradually turning into deflation, is placing the real 
economy under more and more pressure, shown up in rising unemployment, continuation of the 
global housing collapse, auto manufacturers failing, etc. Lenders, even if assisted by billions of 
government bail-outs, will not lend and increased savings and "cash is king" will start to rule globally 
amongst companies and consumers alike. The Japanese experience during the nineties gives us a 
clear indication. Depression is a terrifying prospect which will result in the suffering of billions of 
people around the world, especially as the eventual revival of the economies may take many years. 

Some of the following give pointers in this direction. 

o Despite the global recession/depression the US trade deficit continues (about $650 billion 
p.a.) on top of budget deficits. The global financial debt imbalance is not decreasing. 
Corporate and consumer debt are still at an all-time high. 

o State revenues are going down, debts up (and eventually taxes?). Hiring, spending and 
borrowing add even more debts. 

o State, municipal and corporate pensions lost hundreds of billions in the stock markets, 
derivatives, etc. 

o Hedge funds: 610 in 1990, now total almost 10.000. Returns are 15% down and liquidations 
up. 

o US government (and others?) is manipulating data, such as the total cost so far of the wars - 
not $600 billion but more like $3 trillion. The $700 billion bail-out in the USA in reality may 
rise to $5 trillion plus $1 trillion plus in write-offs. 

o The implosion of commodity prices, stock prices and some currencies are reducing exports, 
triggering a global meltdown. 

o Not just the auto industry but also the retail, airline, steel manufacturing, construction, 
electronics, machinery industry and many others are going down. Not just employees but 
also retirees will suffer. 

o US spending on non-durables, such as fuel and food, fell by the biggest percentage in 58 
years. The US economy has lost more than 1.2 million jobs so far this year. 
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o The corporate bond market, both junk and top rated, slumped more than 25%. 
o US 10 year treasury notes' yield fell to 2.99%, the lowest in 46 years (big demand, flight to 
quality). 

o Japanese (and Chinese and German) exports are collapsing and as a result industrial 
production is falling at an unprecedented speed, blamed on a strong yen, poor sales and 
heavy discounting. Production cutbacks/closures of plants and factories are increasing, 
o Japanese industrial production is suffering its biggest quarterly fall since 1955. 

As financial/economic movements take time to develop, it is only with hindsight that one would be 
confident to describe an economic slowdown as a recession, a serious recession or a depression. In 
this case what the world is experiencing now might later be classified as the first truly global 
depression. 

4) Where do we stand now? 

The response, albeit not always very smooth, by many governments and Central Banks has been: 

o To increase dollar swap lines and term auction lines, 
o To reduce interest rates. 

o To bail out financial institutions (including insurance and mortgage finance giants), both in 
respect of supplying equity and loan capital (in effect nationalization) and facilitate 
takeovers. 

o To bail out the wider financial industry (money market guarantees and commercial paper 
facilities). 

o Guaranteeing Bank deposits. 

o To grant fiscal stimulus to boost consumer spending and the growth of the economy, 
o To increase unemployment benefits, housing rescue schemes, consumer loans assistance, 
business tax breaks, 
o To assist automakers. 

Although the total financial support available in the US alone has been estimated at US7 trillion (i.e. 
half of the US annual GDP), a substantial part has not been spent yet and may never be spent, while 
also some has since been received back (such as $1.2 trillion of the $1.6 trillion lent to Banks in its 
ongoing Term Auction Facility) and some is to be returned in the future from investments made now. 
This has been done so as to prevent a financial collapse, as the cost of not acting would be far 
greater. More bailout measures will probably still be coming as the very serious problems facing the 
financial industry and the real economy have not yet subsided. 

On the international country-wide level, tens of billions of dollars of loan support has already been 
given by the IMF and some individual nations to those in trouble (Iceland, Pakistan, Ukraine, Hungary 
and many others), but here too it is expected that another $100 billion minimum has to be found as 
the list of present and future recipients becomes longer. 

Unfortunately the world wide "anti-taxes" attitude, linked to the "bail out syndrome" is trying to halt 
deflation/depression in its tracks but in the meantime this situation is expected to continue for many 
years and burn up trillions by way of constantly increasing deficits. In the end there would be a 
strong possibility of a new global bubble coming into existence which might cause a down grading of 
US bonds and a complete re-alignment of the US dollar and all major currencies. A straw in the wind: 
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since Ireland guaranteed the debts of its banking system recently, credit-default swaps on its 
sovereign debt widened sharply, implying rising concern that the Irish government (not unlike many 
others before it) may one day default. Could this ever happen to the USA? 

5) Possible protection, remedies and opportunities 

a) Possible protection. 

While the world, after some 60 years, is gradually leaving an inflationary climate and entering more 
and more a dis-inflationary/deflationary existence, the old saying of the 1930's that "cash is king" is 
again becoming true. As a general distrust in Banks takes hold, it is no longer those Banks which offer 
the highest interest rates that do well, but a flight to quality makes the general public look more at 
government guaranteed deposits and first-class safe Banks as well as government bonds and, to a 
lesser extent, investment in gold coins. Especially in countries with weak or suspect currencies 
(current account deficits are a guide here), an outflow can be expected to stronger currencies, even 
though exchange control regulations in many of such nations will try to halt this. Cash flows in 
business, always of prime importance, are becoming a matter of survival and not just credit from 
Banks but also trade credit flows are becoming more difficult to obtain, being replaced first by 
shorter credit periods and finally by payments in advance. 

Existing expansions, new investments and takeovers are being postponed and old and good 
relationships won't carry the value they once had. Protection against unemployment will be sought 
more and more and a "spreading of the suffering". 

b) Remedies. 

One remedy for private individuals, apart from saving more, spending less (on the right targets) and 
looking at ways to supplement income (extra part time jobs, etc.), would be to study and acquire as 
many new skills as possible. Re-schooling/re-tooling could become a remedy, not just for individuals, 
but companies and whole industries. This is not the time to get involved with status symbols, so- 
called "while elephants", be it planning and building new headquarters or over extensions (private or 
corporate). It is a time to be drawn more closely to one's family and friends and to consolidate. In 
case of financial windfalls, consider repaying part of one's mortgage bond before undertaking any 
investments. 

c) Opportunities 

During the time of huge destructions of capital, opportunities are coming along and some of the 
world's greatest business empires got started in such difficult periods. Apart from reducing 
workforces, many manufacturing, metals, construction and mining companies are idling some 
factories and mothballing others while capital expenditure is being axed. While cash is king and firms 
are on a cash crusade, the danger is that this can easily choke off investment in promising new 
products and services. 

Paradoxically, a recession/depression can be a fantastic time to launch innovations and start new 
businesses, as consumers reconsider many of their purchasing decisions, leaving them open to try 
something new. The purchasing value of cash has all of a sudden been dramatically increased in real 
terms, in some cases by 400% or more (just look at all the stock exchanges, commodities, fixed 
properties, etc.) in only a few months! 
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Previous downturns have produced great winners and a new crop of world renowned businesses, not 
just by surviving the storm but by changing the game. Oracle and Microsoft were both born in 
difficult times and Cisco, when its rivals pulled back from Asia during the financial crisis of 1997, 
deliberately increased its presence there, gaining a leading position it never gave up. Good 
management, common sense and foresight linked to flexibility and adaptability should see new 
giants and even new industries rise from the ashes of the present world order. 

^Acknowledgements to: 

Business Day, SA 
CNN Money, USA 
Business Week, USA 
Wikipedia, USA 
Market Watch, USA 
New York Times, USA 
The Economist 


4). the global credit crisis continued**lssued in Nov. 2008 for students of the Hanze 
University of Applied Sciences, the Netherlands. 

1) Recurring past warnings: starting to construct the world's tallest building may foreshadow a 
recession/depression. 

2) The blessing and curse of saving. 

1) Recurring past warnings: starting to construct the world's tallest building may foreshadow 
a recession/depression. 

World-wide, whenever a corporation starts to construct or buy a new and usually large Head Office, 
this is often regarded as a sign, warning of potential future financial problems for that corporation 
within the next 2 to 3 years. Possible reasons would be: 

o cost of construction plus interest on loans for many years 
o high running/maintenance costs 

o especially in the beginning: less efficient use and cost of space 
o drain on additional top management's time and effort 
o over-investment 

o increased Head Office empire building (mainly admin/management) 
o status symbol or "white elephant"? 
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On a global scale in history the planning/start of constructing the world's tallest buildings (starting 
with the biblical Tower of Babel?) has many times preceded, within one or two years, a serious 
recession or depression. For example: 


Name: 

Year: 

Recession/depression: 

- The Tower Building, USA 

1887 

Down wave end 19 th century 

- Singer Building, USA 

1908 

Panic of 1907/depression 

- Empire State Building, USA 

1929 

Depression 1930's 

- Chrysler Building, USA 

1930 

- do - 

- Ostanskinskaya TV Tower, USSR 1967 

Oil crisis 1972, recession 

- World trade Centre, USA 

1971/72 

Recession/stagflation 1973-75 

- Petronas Towers, Malaysia 

1997 

East Asia currency crisis 1997/98 

- Taipei's 101 Tower, Taiwan 


Dot.com bubble 2000/1 

- Shanghai World Financial Centre, China 2008 Housing bubble 2007/8 

- Q1 Tower, Australia 


All projected/started since 2004, the 

- Wuhan Int. Sec. Building 


construction of many were temporarily 

-Tower of Russia 


halted. There were many more. 


- Int. Business Centre, Korea 

- Int. Comm. Centre, Hong Kong 

- Burj Khalifa Tower, Dubai 2010 Dubai builder went broke, bailed out by Abu Dhabi $10 billion. 

At present, 20 of the world's tallest buildings remain unfinished and between 2001 and 2012 almost 
as many skyscrapers (buildings taller than 150 meters) are in the planning or construction phase as in 
the whole of the 20 th century, such as: 

Dubai 88 

Miami 66 

Las Vegas 25 
London 22 
and many others. 

The suggestion that the start of the world's tallest buildings, the Skyscraper's Index, might be looked 
at as a leading indicator of recessions/depressions was made amongst others by Prof. Henry Petroski 
in the USA and in 1999 by economist Andrew Lawrence. At the planning stage: "Skyscraper Crisis 
Signal", at the ground breaking stage: "Skyscraper Crisis Alert". Easy financing (both as regards 
quantity and cost) underlies virtually all booms and highly leveraged building projects would be a 
natural response to government distorted incentives. 

Over-investment and entrepreneurial miscalculations could be causing the step from real 
productivity to a "show off" productivity and thus to a misallocation of resources? Uneconomic use 
and cost of space would be very expensive in the end: tall buildings need heavier constructions, more 
uneconomic space for lifts (30% or more), expensive ventilation/heating/cooling installations, extra 
stabilization. For optimum efficiency the maximum number of floors of any tall building would 
normally be about seventy. 

These status projects would be encouraged in times of over-investment, monetary expansion, cheap 
finance and speculation and asset bubbles along the following line: 
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easy money—-rapid economic expansion—-stock market boom—easy credit-—big increase of 
capital expenditure—-funds flowing to new technologies—creation of new industries— 
transforming of the structure/technology of existing industries-—beginning of the construction of 
the world's tallest building. 

Thereafter: negative flow of information-—panic in financial markets—drop in the cost of fixed 
capital goods-—increased unemployment—downturn especially in capital and technology intensive 
industries. 

In a sense the construction of skyscrapers, mainly in the 20 th century, is part of an evolutionary 
process: 

1). Utilization of space. 

Roads—canals—railroads—factories-—skyscrapers 
Villages—towns—cities—mega cities-—metropolis 


2) Full utilization of the relative technology: 

Initially agriculture/trade/mining—light industry 1800 A.D. (steam engine, cotton)—manufacturing 
(steel 1850 A.D.)—electrical engineering, chemistry 1900 A.D.—petrochemicals, motorcars, airplanes 
1950 A.D.—service sector 1980 A.D.—information technology sector 2000 A.D.. 

Could the fact that the construction of so many skyscrapers in so many different countries since the 
beginning of the 21 st century be one of many leading indicators that a huge global recession or 
depression is waiting for us? 

2) The blessing and curse of saving. 

During 2008 the value of stocks around the world dropped by about 50%, i.e. $30 trillion. Home 
owners in at least half of the world's countries suffered a, sometimes serious, reduction in the value 
of their main asset while most of the other nations are experiencing a sustained downtrend. The 
Bank of England estimated that $2.8 trillion has been lost in credit related instruments, which 
dragged down the financial system. Prices of corporate bonds and commercial properties have 
plunged as well. Investments in commodities, hedge funds (global asset reduction of $170 billion in 
the third quarter of 2008), mutual funds (assets in USA down $2.4 trillion since end 2007) and private 
equity have lost out substantially. Government bonds in some countries and savings in some banks 
would seem to have been the best alternative, although even in those instances an investor would 
have had to watch the safety of his/her investments very carefully. 

This mega downturn has hit relatively unexpectedly, causing untold havoc to all the players in the 
field, from the financial sector, home owners and finally now also the "real economy" and the 
pension fund industry (in USA a drop of $2 trillion in the last 18 months). The saving rate of 
Americans and Britons has been very low for many years, as most people thought that house and 
stock prices would remain high for a long time and capital gains would continue. Now that the wheel 
has turned and many workers are worried about their jobs, to improve their Balance Sheets the 
savings ratio is going up which, however, worsens the already serious recession. In Europe about 
$200 billion has been withdrawn from mutual funds these past 12 months. 
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This focus on cash, both by consumers, companies and banks may result, temporarily, in an increase 
in interest rates as banks try to attract retail deposits. As time goes by, interest rates will drop and 
the safety of capital becomes more important than returns. The Japanese experience is still fresh in 
memory and may very well be repeated. After a (possibly lengthy) period of falling prices, once 
inflation starts to go up again, many savers will experience a drop in purchasing power unless a fresh 
approach to investment is followed, i.e. by not keeping all money only in savings accounts or 
government bonds. 

^Acknowledgements to: 

The Economist, UK 
Business day, SA 
Market Thoughts, USA 
Asia Sentinel, HK 
WR Nieuws, NL 
New York Times, USA 
CNN Money, USA 

Note in May 2014: while the global economy is still precariously balanced, total debts and leveraging 
have increased. Are the following tall buildings, now under construction, again warning us of more 
impending problems? In 2011 China had 64 million vacant residential properties and projected to 
build 800 skyscrapers over the next few years, starting in 2011. 

o Hudson Yards, New York. 910 foot tall, 70 stories. 

o Gherkin Building, London. Now bankrupt. Built in 2007, sold for $1 billion, 
o Dream Hub, Seoul. 2.181 foot tall, 150 stories, 
o Salesforce Tower, San Francisco. 1.700 foot tall, 61 stories, 
o Wilshire Grand, Los Angeles. 73 stories, 
o 432 Park Ave., New York. 1.396 foot tall, 95 stories, 
o Shard Building, London. July 2012 
o One World Trade Center, New York. May 2013 
o Shanghai Tower, Shanghai. 2013 
o Sky City, China. April 2014 
o Kingdom Tower, Saudi Arabia. 2014 

o World One, India - tallest residential building in the world. 2014 
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5). Interaction: human nature, capital flows and financial defaults ** issued in Oct. 
2009 for students of the Hanze University of Applied Sciences, the Netherlands. 

General 

With FREEDOM OF CFIOICE comes automatically responsibility for those choices, but what if we like 
this freedom but not the, sometimes unfavorable or difficult, outcome of those choices? It seems 
that human nature, even after numerous centuries and possibly millennia, still encourages us, in the 
case of a successful outcome of our choice, to claim merit for ourselves: we have been wise, clever, 
good risk takers, etc. However, if the outcome is unfavorable, we hasten to blame others or 
circumstances and quickly try to offload our own responsibility and even claim "refunds for damages 
sustained". As markets consist of numerous people, naturally these markets were constantly 
influenced by and reflecting the majority of the participants' expectations, be they hope, enthusiasm, 
confidence and trust, caution, ambition, greed, concern, fear, panic, etc. over the years. 

The free movement of capital found its historic free market aspects in many different ways, but 
became especially clear when the first modern Stock Exchange was established in Amsterdam in 
1602 AD. (Even though there were other earlier Exchanges, such as the Antwerp Stock Exchange 
which was inaugurated in 1531, these did not trade in "stocks" but only dealt in government, 
business and individual debt issues). The first company to offer its shares was the (Dutch) United East 
India Company ("VOC"), allowing outside investors in 1602 to buy and sell its shares on the 
Amsterdam Stock Exchange and have the opportunity to share in its profits. It entitled the VOC to 
issue stocks and bonds to the general public and raise capital for investment: risk management 
started. 

The rise of Stock Exchanges provided many new investment tools and a continued increase of 
investment possibilities, while at the same time encouraging trade, manufacturing and finally service 
industries. However, they provided little guidance and not much protection for those deciding to 
take advantage of that freedom to invest. Especially not the basic lesson that "nothing comes for 
free". Sound investment decisions need prior studying of the stock and the market, etc. and time 
consuming hard work. Although it is much easier to invest in a "hot tip" or when making snap 
decisions ("gut feelings") often based on actions of the crowd, sooner or later expensive lessons had 
to be learned. 

Human nature 

"A picture of the wonderful year 1637 when one fool hatched another, the idle rich lost their wealth 
and the wise lost their senses." This was the sub-title from the Dutch caricature by painter Pieter 
Nolpe, referring to the Dutch Tulip Frenzy of that time (1635-1637). When trying to explain the 
seemingly irrational behavior which precipitates panics or financial crises, people would remark that: 
"you may think that I am crazy to buy at such an inflated price, but this time things are different and 
surely someone else will come along to buy at a still higher price." From at first mainly being guided 
by the income, cost and safety prospect of an investment, a new motivation would grow from 
the expected fast capital appreciation in the (often near) future. When disregarding all other facets, 
the way would open up for a somewhat casino-like merry go round, with the original long term 
investor changing to a short term investor, then to a speculator and finally to a gambler, who initially 
would stake only his/her own money but would then graduate by "gearing up" or "leveraging", using 
more and more borrowed money. This would usually be explained as a "clever investment strategy" 
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and a "sure thing". This historically constantly recurring phenomenon might well be compared to a 
huge international game of "musical chairs" where finally the music would go faster and faster and 
those losing out because of the lack of a seat would become more and more numerous, graduating 
from individuals to companies, then to whole industries and nations until, at the present time, this 
became for the first time in history a truly global "game". 

One might well ask the question why, in societies where parents teach their children and the one 
generation tries to educate and transfer knowledge and skills to the next generation, this "unwise 
game" seems to continue unabated? We often blame our genes, received at conception and carried 
to the grave, but the same gene can be expressed differently in different people or at different times 
during one's life. We are also starting to realize that abuse can stretch all the way down to the 
genetic level, so we are not just victims of our genes but on the other hand, our genes are also 
victims of us. 

Is it perhaps because our basic human nature has remained unchanged all this time? Is it then 
unavoidable that history constantly repeats itself (even though on different levels) countless times in 
ever widening circles of one and the same vortex/spiral, even though the number of people and 
nations involved changes and increases, technology makes great strides and financial instruments 
keep on evolving? Then what about the future? 

Capital flows and financial defaults 

Just as the world globally has never stopped experiencing some warlike situation somewhere at any 
point in time, right up to the present time, it can also be said that the world has never stopped 
enduring the economic/financial equivalent of such warlike situations in the form of 
defaults/restructuring (in the past 40 years there have been about 120 Bank-centered crises all over 
the world, most preceded by booms in house prices, stock markets, large capital inflows and 
increased public debt), either on the individual, company or even national (and now global) level and 
the relentless slide of the value of money (and related equivalents) into fiat money (default through 
inflation and exchange rate crises). 

For instance the under mentioned graph shows the reduction of the average silver content (in grams) 
of 10 currencies from the year 1400 to 1850 from approximately 9.5 grams to 1 gram as well as the 
median inflation/deflation rate fluctuations for all countries for a 5-year moving average from 1500 
to 2006. 
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Sources: Primarily Allen and Unger and other sources listed in Table AI.4. 

Notes: In the cases where there is more than one currency circulating in a particular country (in Spain, for 
example, we have the New Castiile maravedi and the Valencia dinar) we calculate the simple average. 
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It is of course interesting to note that, since around 1940, for the first time in 500 years, the world 
virtually did not experience any deflation but only increasing inflation for almost 70 years, a record 
for such a period not found in the previous 500 years. Almost all countries have defaulted at least 
once and many several times on external debts during their emerging market economy phases, 
lasting from 100 to 200 years, even countries now considered rich, such as Austria, France, Germany, 
England, Portugal, Spain, the USA, etc. For instance Spain defaulted six times from 1550 to 1650 and 
seven times just in the 19 th century, France eight times between 1558 and 1788. England defaulted in 
1340 and 1472, had an inflation rate of 39.5% in 1587 and 34.4% in 1800, while the USA suffered an 
inflation rate of 192.5% in 1779 and 24% in 1864. 


The seriousness of the number of new country defaults on a 3-year sum from 1800 to 1940 is shown 
in the under mentioned graph, peaking at about 15 new ones during the mid-1820's and 1930's. A 
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similar graph for the period 1940 to 2006 gives a clear view of the continuation of this defaulting 
trend, virtually every year, during the past 66 "modern" years, peaking at about 11 new country 
defaults around 1972. 


Figure 7. Commodity Prices and New External Defaults 
1800-1939 


World commodity prices, 
deviation from trend, 



Num6erofnew defaults 



Sources: Boughton (1991). The Economist, Gayer, Rostow, and Schwartz (1953), World Economic Outlook. 
IMF and the authors' calculations based on the sources listed in Table A1.9. For external default, see 
Appendix I. 

Notes: New external defaults refer to the first year of default. Because of the marked negative downward drift 
in commodity prices during the sample period, prices are regressed against a linear trend, so as to isolate the 
cycle. 
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Sources: Boughton (1991}, The Economist, Gayer, Rostow, and Schwartz (1953 ), World Economic Outlook, 
IMF and the authors' calculations based on the sources listed in Table A1.9. For external default, see 
Appendix 1. 

Notes: New external defaults refer to the first year of default. Because of the marked negative downward drift 
in commodity prices during the sample period, prices are regressed against a linear trend, so as to isolate the 
cycle. 

Just like water flows down from the mountain peaks to the oceans, so capital flows to where it earns 
the greatest (perceived) returns with the least amount of (perceived) risk in the shortest possible 
time with the least (perceived) effort. The key word in this last case is "perceived" which brings with 
it a host of subjective and objective imponderables and many other uncontrollable variables. Is it any 
wonder that very few businesses last for longer than 50 years and the percentage of businesses still 
going strong 100 years after having been founded is probably less than 2%? 

An exception and interesting case study would be the first company whose stock and bonds were 
quoted on a "modern" Stock Exchange in Amsterdam in 1602, namely the (Dutch) United East India 
Company (Verenigde Oostindische Compagnie or "VOC"). When its end came in 1798, it had done 
business for almost 200 years. Having been created by the political representatives of 6 provinces (of 
the present day Netherlands) as a monopoly for the spice trade routes (the financial backing came 
from rich refugees from Antwerp and Portuguese Jews, especially concentrated in Amsterdam), the 
VOC could be considered as the first multi-national, which was however also empowered by its 
political founders to enter into binding treaties, acts of war and ensure its own protection. In 1753 
the company had 25.000 employees in Asia and 3.000 in the Netherlands plus thousands in 
supporting trades. The number of ships used amounted to 1.772 in total of which 629 were lost. 

As happened many times previously and also again afterwards, political, economic and military 
aspects influenced the creation and success of this company and were eventually responsible for its 
gradual demise. Initially, by uniting the various independent trading companies in the Netherlands 
into one and thereafter eliminating international competition mainly from Portugal and England, a 
prosperous international spice trade monopoly was built up, seemingly satisfying an unlimited 
demand, serving a never-ending source of wealth. Although its trading mentality of hard work, taking 
risks, open competition and superior products followed basic free market/capitalist principles, the 
trade routes had to be protected resulting in many trade wars at a high cost. Although, for a very 
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long time, the market appeared to have an unlimited demand for spices, eventually a shift in demand 
by European households hastened the VOC's downturn. 

Modern times 

Although the US economy's size bypassed the UK's in 1872, it was only in the years following 1914 
that the USA passed from net debtor to net creditor and the UK moved in the opposite direction. It 
was around 1985 (after 70 years), that the USA reversed again from a net creditor nation to a net 
debtor nation. US exports did not surpass UK exports until 1915. Still the British Pound continued to 
be the world's reserve currency until around the early 1940's, when in 1945 the position of the US 
dollar and Pound Sterling had exactly reversed in terms of foreign owned liquid currency assets. The 
decline of the Pound was part of a larger pattern: the UK gradually lost its colonies, economic and 
military power. It was not until the 1956 Suez crisis that the UK was forced by the USA to abandon its 
imperial designs. 

Fast forwarding to 2009, the USA in turn has experienced now 25 years of chronic current account 
deficits and 35 years of serious US dollar depreciation. Actually in terms of purchasing power the US 
dollar fell from 100 in 1913 to 4 in 2008. In the meantime financial assistance has been flowing to the 
USA in warlike situations such as Vietnam and the Cold War (from Germany and Japan) and in 1991 
(from Kuwait and Saudi Arabia). This has now changed. A reversal of long term economic 
fundamentals has been under way for quite some time. Even though the Chinese economy on its 
own is still much smaller than the US economy, it is growing annually at a much faster rate and when 
other East Asian (Japan, South Korea, Taiwan and Hong Kong) economies are included, based on the 
IMF 2008 Purchasing Power Parity calculation, the picture changes: USA GDP US$ 14.264 billion and 
East Asia GDP US$14,630 billion. 

Going back 500 years in history and looking at the percentage of World GDP a clear trend can be 
seen for 450 years from 1500 to 1950: Western Europe and the USA (the "West") growing from 
about 19% in 1500 to 53% of World GDP in 1950 and China, India and Japan (the "East") going down 
from about 53% in 1500 to 10% of World GDP in 1950. Since then the pendulum has swung back with 
the West's GDP going down from 53% in 1950 to 43% in the year 2000 and the East increasing from 
10% in 1950 to 24% of World GDP in 2000. Should this trend continue at the same pace, global 
political/financial power switching from the West to the East will be increasingly noticeable in the 
next decennia. 

If we look at the under mentioned graphs of the US financial sector from 1929 to 2008 we see 
another interesting coinciding development: the more the US financial sector was deregulatedjreal 
substantial deregulation started around 1980), the more relative financial wages went up and the 
more the financial sector's share of the total domestic corporate profits went up: from a low of 
about 5% in the 1940's to over 40% around 2006/7. 
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In Japan deregulation of the financial markets started earlier in the late 1960s and 1970s, 

strengthened by a loose/easy financial monetary policy (increase of the money supply and easier 

access to credit), lowering of interest rates and increased financial engineering. Eventually this 

resulted in more and more speculation in the stock market and fixed property market, fanned by 

continuous less collateral and higher leveraging. By the late 1980's about 50% of the total reported 

profits from Japan's largest companies came from financial engineering and speculation. These 

bubbles burst end 1989 and after 20 years the general prices of stocks and fixed property have still 

not reached even 50% of their 1989 value. 

It is, in other words, not just the increase and velocity of capital flows but also its direction and 
application that would need to be managed, something that may seem outside the capacity and 
reach of the so-called "free market" alone if this has to be achieved on a truly global basis? 
Cooperation amongst human beings appears to be one of the driving forces of our species' success 
which usually manifests itself in many different shapes and sizes, but most of the time results in a 
win-win situation for all parties concerned. 

Summing up. 

Whereas the economist Schumpeter coined the phrase "creative destruction" in relation to 
financial/economic "bubbles" and waves, this description could be used in a much wider context, 
including the rise and fall of "empires", etc. Over the centuries wild uncontrolled bush fires and 
tsunamis continued to appear and, when they occurred without the necessary timely forewarning, 
created tremendous havoc with people's lives, assets, etc. So also the numerous financial/economic 
waves keep rolling on and crashing over the years, irrespective of technological and other "progress" 
made. Until such time when (if ever?) we will be able to stop these, streamline or amend their 
impact, an independent, accountable and timely economic global warning system might be the next 
best alternative. 
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Such a warning system would need to earn nations' and people's respect and trust and be held 
accountable for miss-readings, etc. while all the time making progress along the line of the saying 
"fools don't learn from their own mistakes, wise ones learn from other people's mistakes". This could 
assist us, not only to learn from mistakes made in the past, but avoid making new ones or at least 
lessen these. In the meantime, although financial/economic down waves cause often a massive 
change of ownership of assets, much of those underlying assets remain intact for future use by 
"stronger hands": they reward strengths and expose weaknesses, create new opportunities and kill 
old habits, release pent-up energy and destroy old business models, while distressed assets can be 
bought cheaply, talented people hired cheaply and new ideas given opportunities. 

It may appear to some that, most of the time, the symptoms (i.e. the measurable production of 
goods and services and its impact) are studied instead of the causes of developing 
financial/economic situations, which may be understandable as an analogy: the l/7 th part of the 
iceberg above the water is easier to see than the 6/7 th part under the waterline. As humankind 
continues to develop however, this appears to change as we notice and start to study more and 
more the, often unseen, forces such as innovation, creativity, inspiration, strategic cooperative 
application and many other forces. 

The saying that, instead of trying to forecast the future, we should rather help to create it would then 
become more of a reality than ever before. 

** With acknowledgements to: 

The Economist, UK. 

International Finance Journal/ John Wiley & Sons Inc., USA 
"This Time is Different: A Panoramic View of Eight Centuries of 
Financial Crises" by C.M. Reinhardt and K.S. Rogoff, USA. 

Frontline Magazine, India 

Pericles Press, USA "An Empire of Spices". 

The Tree of Liberty.com. USA 

Wikipedia. 
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6). Economic/financial crisis- issued on 24 Jan 2011 for students of the Hanze 
University of Applied Sciences, the Netherlands. 


The financial situation in the world. Brief outline of the sequence of the crisis . 



(: 


Too high expectations, irrational 
exuberance, mal-invcstmcnts 


Lack of confidence 


or trust 


^ ^Pooi^oMatera^ 4**^ 


Poor collateral J ( Too much leverage/gambling, Too much debt taken 




^Lack of liquidity^ ► ^ ^Bubble 0 * ^ ► ^Insolvency crisis^ ► ^ 


Bail-out only for those too 
big to fail 


/ \ 

Load onto taxpayers- | ^ » Extend & Pretend r 

J _ C J 


Privatising profits but socialising losses to 
Central Banks & Governments- 

D 


c 



More sovereign 
borrowing 


Increased interest 
rates & 
"money printing" 



^^i-flatiot^^^ ► | 


Sovereign "negotiated 
defaults"- 


c 


Restructuring of global debts 
& 

financial structure 



A: Derivatives, securitization exported by US Banks generally. 

B: By cheap loans and guarantees. 

C: Change of accountancy rules and using accountancy "gimmicks". 

D: Increased taxes, reduced benefits. 

E: Including municipalities, regions and shadow and real financial sector, e.g. Banks, Insurance companies, 
Pension funds, Private Equity funds, REIT's, Hedge funds, Mutual funds, Sovereign Wealth funds, Investment 
funds, etc. 
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Starting with the first point above: "too much credit given", applies of course to a combination of 
governments, Central Banks, the financial and banking sectors and certain shadow or semi financial 
shadow organizations. Overall: we see the continued issuing of half- truths, a general lack of 
confidence and trust. A combination of short, medium and long term business waves aggravated by 
Central Bank, Banking and Finance and Government errors and general "irrational exuberance". The 
huge debts by private parties, the corporate and financial sector, by municipalities/regions/sovereign 
nations will take years to de-leverage but in the meantime higher interest rates and lower economic 
growth would worsen the situation. In a nutshell, looking at an overview of the latest global 
situation, we notice the following subjects for further discussion: 

USA's dilemmas: 

1. If interest rates are artificially held too low for too long, inflation (especially in financial 
products) goes up and the US$ might weaken too much initially. 

2. If interest rates go up according to market forces, the interest part payable on the US debt may 

take up eventually the biggest part of the Fiscal Budget, destroying the US$ in the end. The US 

needs to raise about $4 trillion funding this year. 

3. If taxes are increased too much and/or benefits reduced too much too quickly, the economy 
may further nosedive. 

4. US real inflation rate (about 8% p.a.) is actually much higher than the official one, so real GDP in 
reality is negative and much lower than the official one. 

5. The real unemployment figure (including those not looking for work and part-timers, etc.) is 

much higher (over 20%) than the official figure of 9.4%. Impoverishment is continuing, so is 

(legal and illegal) immigration to a certain extent, changing the demographics. 

6. Peak oil discovery and peak oil production point now to higher oil prices and inflation. 

7. As the financial structure and management are not changing, the US trade and current account 
deficits and budget deficits will continue. De-leveraging of all sectors should be happening. The 
USA is basically insolvent, so in the end hard times are ahead. At first increased borrowing and 
money creation, then eventually (when?) higher taxes, reduced benefits, cutbacks coming: time 
to cut the national Credit Card. 

8. The prices of houses and Commercial Fixed Properties are set to decrease more in the near 
future. 

9. As the unrealistic accounting valuation regulations for the Financial Sector and others continue, 
many are still over-leveraged with too many bad debts not written off. 

10. Various state and many municipal bond values continue to deteriorate. 

11. Dilemma: how to further develop and use its natural gas (cheap and clean) supplies, the biggest 
in the world. 

China's dilemmas: 

1. A huge and growing fixed property bubble. 

2. Hot money inflows. Would more capital controls be the answer or full Exchange Controls? 

3. Massive money supply increases (55% these past 2 years), channeled mainly for property 
speculation and building unneeded capacity (mal-investment). 

4. Currency manipulation charges by the USA are not going away and might lead to potential trade 
wars. 

5. Unsterilized trade imbalances and climbing commodity prices should fuel inflation. 

6. As one of China's biggest trade partners, a slowing Europe and EU debt problems would have to 
be watched.. 

7. There seems to be a lack of jobs for new graduates. 

8. The potential for social unrest is a constant given. 
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EU's dilemmas: 


1. Banking problems (being still very much over-leveraged with numerous bad debts, owning 
weakening sovereign bonds) have still not been resolved. The financial sectors are still propped 
up by the ECB (European Central Bank) and Governments. Is the ECB to buy more debts? 

2. EU Banks and nations have to compete collectively for about US$3 trillion funding this year, 
while interest rates are at the moment increasing. 

3. The sovereign debt crisis in the EU continues. Apart from Greece and Ireland also Portugal, 

Spain, Italy and Belgium may need financial rescue. Even the stronger EU nations' bond interest 

rates are slowly increasing as their contingent liabilities as guarantors increase. 

4. There is still high unemployment and a weakening housing sector in many EU countries. 

5. Reducing of budget deficits resulting in lower or negative economic growth is very difficult, 

especially in view of the potential increased interest rates on sovereign bonds. 

6. Up to what final amount are the stronger EU nations prepared to bail-out the numerous weaker 
nations? Will there be a tax-payers' backlash? Increasing the 750 billion euro rescue facility 
and/or all sovereign bond issues to be guaranteed by all EU members? What about a potential 
restructuring of the Euro in two ("hard and soft") blocks? 

7. Eventually senior sovereign bond holders may have to share in a "haircut" resulting in losses. 
Problems for Banks, Pension funds, Insurance companies, etc.? 

8. Gradually more governments (now Hungary, Estonia, Poland, Ireland and in the past UK) may be 
tempted to take over (indirectly) private sector pension funds. 

9. There remains the risk of sovereign debt contagion because of many cross holdings. 

10. Confronting the various vested interest groups is not going to be easy. 

Japan's dilemmas: 

1. All the regular economic stimulations by the Government these past 20 years did not result in 
sustainable GDP growth but did increase the nation's debt to about 200% of GDP, mainly 
financed by Japan's own Pension Funds' savings. Interest rates are very low. 

2. Continuously falling birthrates and longer longevity impact the economic growth and living 
standards. Its pension and healthcare costs are rising while the rates of savings decline. 
Overinvestment and a deflationary spiral are endemic. By substituting capital for labor, they are 
trying to increase productivity. 

3. Its population decline and workforce reduction should eventually mean a smaller geopolitical 
role. 

4. The collapse of the Stock and Fixed Property markets in the nineties still does not seem to have 
worked through completely in the Banking and other sectors. 

Global dilemmas: 

1. The debt to GDP ratios are now so high that the developed economies (especially the USA, UK, 
EU and Japan) will not be able to grow their way out of the crisis. So the following bad options 
are possible: 

- Continued debt increases. 

- Sovereign defaults (such as extending bonds' time periods, reducing or not paying interest, 
reducing final repayment by a certain percentage, etc.). 

- Stagflation (Japanese-style). 

- Fast increasing inflation to reduce the real value of debts. 

- Complete economic/financial/currency restructuring. 

Or a combination of two or more of these. 
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2. Urbanization is constantly increasing in all the major parts of the world, but especially in the 
world of developing and emergent markets bringing many challenges. 

3. Demographic shifts: people living longer (less tax income, more health care and pension costs) 
and large emigrations/immigrations. Impacting especially Russia, Germany, Japan and eventually 
China and South Korea. Exception: USA (immigration country). 

4. The transfer of wealth and the shift of economic/financial power from "old, rich" low growth 
developed nations to the "young, relatively poor" high growth (from savings and investments) 
developing and emergent nations appears to continue. 

The rise in GDP since 1980 was: EU 75%, USA 110%, India 455%, China 1506%. The global 
economy of about US$32 trillion in 2000, is now about $60 trillion in 2010 and estimated to be 
at $308 trillion in 2030, with 68% of GDP growth then coming from developing/emergent 
markets. 

5. Peak oil exploration and production might initially cause higher oil prices and higher inflation. 

6. Many nations' food and water situations are deteriorating. 

7. The stark choice for many nations is: do we keep inflating our currencies or default in the end 
and then restructure? 

7). Some notes on the "too big to fail" issue and bailouts. 


General. 

During the last few decades the trend, both nationally and globally, has been for the large banks, 
financial institutions, motor companies and other big corporations to keep on growing by natural 
growth and numerous take-overs and amalgamations and huge leveraging to such an extent that a 
certain domino system came about: if some very large bank/corporation would fail with, for instance, 
assets larger than a nation's GDP, it might cause so much of an upset that many other banks, etc. 
could be taken down as well because of their close inter-connectedness (via derivatives, etc.), 
causing such a catastrophe that, by any means, that would have to be avoided. Building up in 2007 
and 2008 the US and afterwards the world were shocked when that situation took place, involving 
not just one but many big banks, institutions and corporations, coming to a climax in 
August/September 2008. This resulted in the biggest bailout in history amounting to trillions of US 
dollars. What do bailouts do? Money is taken from those who have money such as governments 
(with taxpayers' money), Central Banks (using the "printing press"), productive and profitable entities 
and distribute that money to those who don't have, such as loss making, too leveraged, inefficient 
and/or unproductive, mismanaged entities. 

How are these bailouts financed? Mainly from taxation or borrowing or the creation of new fiat 
money or all three. How and by whom are they allocated? In general by way of loans from 
governments or government institutions and the Central Banking/Banking/financial world. Who 
exactly decides which industries qualify for bailout, how it is distributed quantity-wise, quality-wise 
and time-wise? When one asks for more details about the exact amounts, in which way, method or 
criteria the money is allocated, to whom and what steps are taken to ensure quick repayment, a wall 
of secrecy rises up, also influenced by the fact that Central Banks are not audited and not really seen 
to be held accountable. By whom and in which way are proper and timeous repayments managed, 
monitored, evaluated, reported and subsequent action taken to ensure repayment? It appears that 
in most if not all cases the previous inefficient/shortsighted/selfish/ignorant or even fraudulent 
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management is being retained. This might cause one to question whether "misallocation" of (public) 
funds in the end should rather be classified as "misuse" of funds? 

Implications 

We see that those regulatory institutions who should have monitored, warned and finally have taken 
the right actions to forestall this, very clear, trend as well as the organizations evaluating the relative 
products and corporations' financial health failed miserably. Apart from some bankers in Iceland, 
globally virtually no one was sued in court and served jail terms, although over the next few years 
quite a few banks had to pay substantial amounts in fines for fraudulent acts. Through the socializing 
and, in some instances, nationalizing of these big companies on a global scale a new "social-market 
economy" seems to be rising, resulting in a moral backsliding of numerous top managements 
pointing in the direction, eventually over time, of a new "dark age" of inefficiency and political and 
Central Banks' guidance, interference and finally control in the market place. One can of course learn 
from errors made in the past, but this is not yet really happening while there is a strong possibility 
that also new errors may made next and that more and more countries are making the same 
mistakes - at no stage in history has the global economy been affected on such a wide scale. What 
changes is the magnitude and technology, but do ethical and moral shortcomings not remain? Not 
just the Pyramid/Ponzi/Madoff schemes although some bailouts could maybe compared to those? 
Overall the global debt situation is still worsening each year. 
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Chapter III: 

Business and other cycles in history and modern times. 


1). Some notes on business and other cycles* 

*With acknowledgement to "Downwave" by Robert Beckman; "Money of the Mind" by James Grant; 
Product Profile May 1986; "Riding the Business Cycle" and "Meltdown" by W. Houston. 

1) . The Business Cycle. 

2) . Business and Investment Cycles in history. 

3) . Economic Cycle indicators. 

4) . The influence of other types of Cycles on Economic Cycles. 


1). The Business Cycle. 

Just like the waves of the ocean run, sometimes in short, medium or long waves across the vast 
expanse of our globe, irrespective of geographical area or the peaks or troughs of the ocean floor, so 
also the business cycles flow across our continents, sometimes going up, then down again in short, 
medium and long cycles. The origin of business cycles is to be found in the fact that, irrespective of 
race, culture or religion, our basic aspirations and needs, throughout history, are very similar, 
including our reactions to change, whether actual now or envisaged in the future. Just as the ocean's 
waves can sometimes be used to our benefit or cause destruction, so also can the business cycle be 
used by us to prosper or lead us to ruin: we have to learn how to navigate the waves, using different 
tactics when going up compared to when the wave takes us down. 

A brief description of the present day business cycle would be as follows. At a certain point in the 
cycle, say near the bottom, businessmen in general are likely to become too pessimistic which would 
result in the nation's requirements falling short of actual goods and services produced. Gradually 
entrepreneurs with foresight would then start to change their strategies: they would start to produce 
more goods and services to fulfill their demand. Subsequently, those businessmen who notice the 
improvement in the business climate in the beginning of the up-wave, would start their expansion 
programs when the cost of raw materials, labor, services and money, needed to increase production, 
would be at its lowest point (this would be called "good foresight" but also involves risk, as the 
"upturn" could be only a temporary hiccup followed by another downturn). As business activity 
begins to turn further upwards, profits increase for those who acted early, which would restore 
confidence in more and more businessmen/women, boosting productivity and optimism, which 
would soon affect the consumers. 

Manufacturers and later service companies would start to look to employ more people: 
unemployment would drop, salaries and wages would increase, consumer confidence and demand 
would go up. Eventually many companies would ask their employees to work overtime, people would 
have more money to spend and finally start to borrow more money to consume more, while the 
increased activity and demand would encourage businessmen/women to expand even more. While 
the up-wave continues and confidence grows, bigger risks are taken, both by companies as well as 
private individuals, resulting finally in many starting to "speculate/gamble" (i.e. taking too great risks) 
and simply live beyond their means. Savings go down and most people believe that their newly found 
prosperity will never end. Commitments are taken on which once would have been considered 
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irresponsible. Then the inevitable happens: because of the combined reckless over-confidence, too 
many people demand goods (on credit) they cannot pay for while too many companies are already 
producing too many goods which cannot be paid for, the economic system becomes unstable and 
eventually collapses under its own weight. 

The down-wave has started. As the peak of the wave is approached, the cost of money, labor, etc. is 
going up substantially (because of the increased demand), bringing higher risks and lower profits, 
while general productivity is reducing. Especially those entrepreneurs who joined the bandwagon 
late, become very vulnerable. Then some businesses' profits go down or even losses occur: 
retrenchment of labor starts and confidence is shaken. Slowly trade becomes slower, businesses cut 
back on purchases of goods and services, while manufacturers subsequently start to cut production. 
Consumers cut their purchases, less labor is needed and the lay-off of employees increases. 

Trying to reduce the unsold stock, which costs interest on borrowed money, many businesses will cut 
prices. When demand drops, prices fall, the need for more labor disappears and the cost of labor is 
reduced as employees accept lower salaries to remain employed. In cutting out labor-intensive areas 
and costs, unemployment is increased. Productivity then increases, demand is falling faster. What 
was a self-feeding spiral of expansion during the up-wave becomes a self-feeding spiral of attrition in 
the down-wave. 

2). Business and Investment Cycles in history. 

Kondratieff, the Russian economist, concluded that there was a supreme order in our economic 
affairs, an uncontrollable order involving great tides of economic activity. In 1926 his theory of the 
long economic waves was published: "the upswing in the first long wave embraces the period from 
1789 to 1814, i.e. 25 years. Its decline begins in 1814 and ends in 1849, a period of 35 years. The 
cycle is therefore completed in 60 years. The rise in the second wave begins in 1849 and ends in 
1873, lasting 24 years. The decline of the second wave begins in 1873 and ends in 1896, a period of 
23 years. The length of the second wave is 47 years. The upward movement of the third wave begins 
in 1896 and ends in 1920, its duration is 24 years. The decline of the third wave, according to many 
data, begins in 1920." Kondratieff never lived to see the startling conclusion to his third wave, as he 
died in one of Stalin's Siberian concentration camps in the early 1930's. The price cycle actually 
peaked in 1920, which led to a down-wave lasting 20 years, called the "Great Depression" and the 
completion of another long wave, lasting 44 years. Other cyclical economists were Juglar, whose 
medium term business cycles run for 8 to 19 years and Kitchin, whose short term business cycles run 
for about 40 months. Of greatest interest are those periods when all 3 cycles run together. 

To determine the type of economic environment immediately ahead, the Juglar cycle is the most 
useful. Juglar, like Kondratieff, found as the primary cause for his approximately 9 year rhythm the 
fluctuation in commodity prices: the general prosperity that precedes an economic crisis always 
brings high commodity prices. As prices rise, exports become more difficult and a country's balance 
of payments less favorable. Subsequently gold and/or foreign exchange flow out of the country, 
weakening the internal financial position. The unique cause of the ensuing crisis, according to Juglar, 
is the ending of the price rise. We can therefore see the cyclically extreme "crisis" years on an 
Economic Cycle Indicator always either coinciding with or just after the relative peak "good times" 
years. 
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3) . Economic Cycle indicators. 

The economic cycles pattern stretching from 1911 to 2019 may place you in a better position to 
judge for yourself "when the economic good times are coming back" or when to prepare for difficult 
times. Of course we should keep in mind that, just as when a serious drought hits a country, there 
are always certain parts not so badly affected, we see the same with economic cycles, viz. that not all 
countries are affected in the same degree - some more than others (e.g. developing countries more 
than developed countries). 

4) . The influence of other types of cycles on economic cycles. 

4.1 Climatic/Weather Cycles 

Dr. Raymond Wheeler of the University of Kansas invested 20 years and a staff of 200 to compile 
detailed charts covering 3000 years of world weather; he concluded that man behaves differently, 
but predictably, according to climatic shifts. The earth's climate shifts from Warm-Wet phases to 
Warm-Dry phases, then from Cold-Wet to Cold-Dry phases, and back again in a continual cycle: 
significant economic events in history coincided with different climatic phases. The worst economic 
depressions appear during the Cold-Dry weather periods. The "Drought Clock" indicates that the 
world is in the middle of such a Cold-Dry phase, with a serious effect on world food production. Cold 
weather and longer droughts bring a scarcity of food for the prosperous nations but famine and 
starvation for the less economically stable nations (especially in Africa). 

Along with the temporary fall in temperature there will be a serious decline in rainfall. This has 
happened consistently during the 100 year cycle on the "Drought Clock", 26 times since the days of 
Ancient Greece. Each of these long term drops in temperature and rainfall can be seen in the sequoia 
tree-ring curves, the oldest of which go back to 350 B.C.; in the fifth century A.D., near the fall of the 
Roman Empire, world rainfall was so low that sequoias grew very slowly for decades, and the Caspian 
Sea in Asia sank about 15 meters below its present level. Wheeler contends that droughts and frost 
are influencing the world economy, which he claims is linked to the weather cycle. The current 
climatic period is of course characterized by a succession of troublesome recessions/depressions 
these past 15 years or so. The exact conditions Wheeler described for the 1980's to the middle 
1990's were experienced by American farmers in the 1930's in America's Mid-Western States: the 
great "dust bowl of Oklahoma" gave farmers a double depression in that area. "Times may have 
changed from the earlier terminations of 500-year cycles", says Wheeler, "but the laws of nature 
have not." According to the weather cycle chart, the next era of prosperity is only expected to 
develop in the next decade. Wheeler's findings seem to conform to the long wave pattern of 
economic life. 

4.2 Technological Cycles 

Dynamic phases of technological achievements seem linked to long wave behavior patterns. These 
long waves are characterized by sharp gains in economic activity which peak and are then separated 
by long valleys of stagnation. Prices and inflation follow this path and the same seems true for 
technological development. For instance, soon after the economic long wave started in 1789, a new 
form of society was built on the invention of the steam engine and the spinning wheel, resulting in 
the Industrial Revolution: steam became the new source of power and the spinning wheel the 
revolutionary tool, significantly boosting productivity of the cotton industry, which brought boom 


Wouter van derStok - Springtime 2017 


106 








times for many. The next major technological advancement came in the early 1840's, coinciding with 
the next long term up-wave: railway transport began in Britain, expanding coal exports, lowering 
transport costs, opening up new areas and bringing supplies to national and international markets. 
Railways also accelerated new technologies in coal, iron and engineering and accelerated the pace of 
urbanization. Almost a quarter of the growth in Britain alone, between 1840 and 1865, can be 
attributed to the train. 

The next up-wave, starting in 1896, gave us the automobile, propeller driven aircraft and the 
wireless. New methods of steel production were introduced in 1902 and subsequently alloy steels, 
such as stainless steel, came into being as well as new methods of aluminium production. Modern 
methods of tin canning, diesel engines for large ships, the electric furnace technique and many other 
new products and processes completely transformed the distributive trades. The next up-wave 
started just before World War II. It provided us with numerous new products and processes: 
television, penicillin, synthetic rubber, radar, DDT and eventually nuclear power, jet aircraft, 
antibiotics, agricultural chemicals, micro-circuitry with transistors, the "chip" and electronic 
computers (since further developed into the internet). While many marvel at the wonders of the 
silicon chip, genetic engineering and bio-technology, none of these actually involve new 
technologies, merely an extension of existing ones. Technological innovation has virtually come to a 
halt over the last twenty five years or so and is only recently starting to pick up again. 

4.3 War Cycles 

Apart from the Dispensational causes of some wars, as a study of the Divine Principle shows us, from 
an economic viewpoint we can see that every up-wave produces two major wars, one at the 
beginning and one at end. A war at the beginning of an up-wave lands on an economy with unused 
resources, deflated prices, reduced debts and reasonably low interest rates. The increased 
production and new demand for war goods assists the subsequent business recovery of the up-wave. 

War at the end of the up-wave has a "negative" impact: inflated debt, high prices, high interest rates, 
under-capacity and full employment tend to accentuate the inbuilt distortions of an expansion which 
has run out of control. War at the end of the up-wave adds to the underlying forces which terminate 
the up-wave. In this context war seems to be a symptom of social and economic pressures which 
build up in the system, at the beginning and at the end of an up-wave. Wars at the early stages of the 
up-wave are not so "popular" and are more or less accepted as a fait accompli by the electorate. 
However, wars at the end of the up-wave are due in part to the same social tensions associated with 
hyper-activity during high inflation, generating exceptionally strong emotions. 

For instance, during the up-wave starting in 1789, apart from the French Revolution, there was little 
national spirit behind the global conflicts of that time: England was at war with Spain, there was a 
conflict between England and Holland, Russia invaded Turkey and there were sporadic battles 
breaking out all over the world. However the war at the end of that up-wave was the war of 1812, 
which generated strong emotions on a global scale: it was a period of unusually excessive social 
tension. Not only was there a major international war, but civil wars were being waged all over the 
world - rebellions against the Napoleonic regime broke out along with a series of revolutions to free 
Latin America. 

At the beginning of the next up-wave around 1849, the Mexican War failed to generate public 
excitability equal to that of the wars at the end of that up-wave, namely the Civil War in the USA and 
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the Crimean War, which aroused strong public feeling and tensions. So also the Spanish-American 
War at the start of the next up-wave, beginning in 1896, did not arouse the same strong public 
feeling as World War I did at the end of that up-wave. World War II was horrendous and brought 
severe hardship, yet the people's response fitted the type of war which follows a depression rather 
than prosperity. At the end of a war following prosperity, there is disillusionment and resentment, 
public disorder and rioting. But at the end of World War II there was peace and rejoicing. Compare 
this with the Vietnam War at the end of the up-wave, with its student demonstrations and riots and 
many people's disillusionment when the objectives of the war were not being achieved, and with the 
war of Russia in Afghanistan and the war between Iran and Iraq. 

Also in the 21 st century there appears to be a move away from wars involving mass deaths and 
destruction as in the previous two World Wars - recent conflicts, although terrible, have been more 
localized even though the damage to infrastructure, housing and people resulted in disastrous 
demographic and financial impacts (Iraq, Afghanistan, Libya, Syria and various civil wars). Eventually 
we should gradually be moving into the new up-wave (i.e. an increase in inflation, higher commodity 
prices, more positive sentiments) but to protect ourselves and in the meantime build a strong 
business/financial foundation, the following don'ts and do's, as a general guideline, may be of some 
use? 

DON'T 

1. Don't get involved with status symbols ("white elephants"). 

2. Don't become so involved in debt that one's freedom is restricted. 

3. Don't become too specialized, the need for your skill could disappear. 

4. Don't live in areas which depend on transport for basic necessities. 

5. Don't buy land in remote, inaccessible places. 

6. Don't be greedy and get caught holding a speculative bubble when it bursts. 

7. Don't keep too much to yourself and risk isolation and hostility. 

DO 

1. Savor the simple pleasures of life. Learn to appreciate them. Build your life around family, 
friends and work. 

2. Always be willing to adapt to change and be aware of change. Learn as many skills as you 
possibly can. Save money. 

3. Find work or establish a business which will expand should existing resources become scarce. 

4. Try to live in an area with renewable resources (good water, wood, etc.). 

5. Try to live in or near a small town. 

6. Repay the loan on your car and mortgage loan on your house before undertaking any 
investment or any other debt. 

7. Develop loyalties with the neighbors in your community. 
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2). Inflation - financial/ business implications ** 

"Risk does not equal return. Risk is how much you will lose when you are wrong and you will be 
wrong more often than you think!" 

1) General introduction 

2) Historical inflation 

3) Global macro situations 

4) Business implications 

5) Personal aspects 

6) Analysis 

7) Future expectations 

1) GENERAL INTRODUCTION 

To inflate is to expand or raise artificially. In the case of monetary aspects: to increase prices. 
According to a general definition, inflation is the result of too much money chasing too few goods, 
influenced by government policies, Central Banks and other factors. When we look at the role of 
money (i.e. anything used, by common agreement, as a measure of value in buying and selling 
and/or as a store of value - simply being counters used to smooth exchanges) or its various 
substitutes from pre-historic times to the more recent past we see a gradual change over many 
centuries from coins made of gold and silver, copper, nickel or other metals to paper promises to pay 
the aforementioned, then to just paper issued by a legal authority, then credits backed by 
bookkeeping/accounting records, followed by electronic/digital records and in some cases bitcoins, 
etc. What about the future? From the earliest times, people have been trying to manipulate the 
value of "money" for their own use, be it for military expenditure or to buy favors or influence, 
because of population pressures, etc. There seems to be a perpetual conflict between the interests 
of debtors, who try to reduce the value of money by increasing its quantity and creditors, who seek 
to maintain or increase the value of money by limiting its supply. Trust and confidence or the lack 
thereof have always played a vital role over the years. 

Does the word inflation refer to the increase in the supply of money or the rise in consumer prices? 
In the case of the rise in consumer prices, there are two general schools of thought about what 
causes price inflation: quality theories and quantity theories and subsequently a combination of the 
two, although the three major types of inflation generally accepted are: 

o Demand-pull inflation (increased private and government spending). 

o Cost-push inflation (increased prices of inputs: oil, food, other commodities, etc.). 

o Built-in inflation (price-wage spiral: looking at the past). 

Other supporting aspects would be "inflationary expectations" (looking to the future) and "second 
round inflation" (chain reactions), manipulation of the money supply and pricing, economic up- or 
down waves, wars and civil wars, declines in demand (pestilences, big wars, natural calamities, etc.), 
demographics, speculation, monopolies, globalization, new technologies, industrialization, increasing 
world population, exchange rates, international treaties (global warming), etc. For political 
expediency the statistical correctness of the measured, or so-called official, inflation rates are often 
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questionable in many countries, apart from the development of different exchange markets inside 
and outside a country. 

From inflation flow the following concepts: hyperinflation (occurred in 54 nations in the 20 th century 
and so far in 3 nations in the 21 st century) - disinflation (reduction of the inflation percentage rate of 
growth) - deflation (actual reduction in prices) - bi-flation (simultaneous inflationary pressures, such 
as in commodities and food, and deflationary pressures, such as in real estate and financial assets) - 
stagflation (inflation without economic growth) and reflation. During these past years one could even 
notice sometimes a global tri-polar disorder: simultaneous inflation, deflation and reflation of 
different parts of the economy and in different geographical areas. Some general measuring methods 
used are: 

o Consumer Price Index (CPI) 

o Core Consumer Price Index (CCPI) - often leaving out prices of oil and/or food and/or 
mortgage interest, etc. 
o Producer Price Index (PPI) 
o Cost-of-living-index 
o Commodity Price Index 

o GDP Deflator. A ratio of Nominal (current price) GDP to its Real (chain volume measure) 
GDP. This is a price index that measures inflation or deflation in an economy. 

Sometimes, for political or other expedient reasons, the basic measurements are changed, making it 
difficult to compare the present and future years with previous years. Also, regional, national and 
continental differences in the make-up of the basic underlying "baskets" of goods and services make 
proper comparisons more difficult. 

The impact of inflation has been felt in: 
o Social/political aspects, 
o Demographic effects. 

o Increasing uncertainty and affecting Bubbles in many areas. 

o Redistribution of income/wealth (fixed incomes - debtors/creditors - tax bracket creep or 
fiscal drag) or financial repression, 
o Sovereign, municipal, corporate and personal debts, 
o International trade, 
o Exchange rates. 

o Savings and investments, including pensions, 
o Purchasing power parity changes between nations and currencies, 
o Hyperinflation (Zimbabwe, Venezuela, etc.) 
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2) HISTORICAL INFLATION 

In 400 BC in Syracuse, Greece Dionysius confiscated gold and silver money, reminted it keeping the 
weight the same but changing the denomination from one to two drachmae: the first known official 
devaluation at the expense of the general population - a terrible inflation followed. The Punic Wars 
inflation in Rome from 241 to 146 BC resulted in a continuous debasement of gold and silver coinage 
to pay for wars against Carthage. During the inflation crisis of 64 AD in Rome the emperor Nero 
debased gold, silver and copper coinage as an indirect tax on Roman savers which caused inflation 
and general impoverishment of the lower classes. This same devaluation tactic was used regularly by 
emperors during Rome's decline and fall. Emperor Diocletian minted an overvalued silver denarius in 
301 AD and started a terrible price inflation, speculative frenzy and social chaos. In the year 1020 AD 
in China one of the first paper money printing schemes was used by the S'ung Dynasty to buy off 
potential invaders which led however to rapid inflation. A series of inflationary crises related to 
debased paper currency then took place in China from 1166 to 1455 AD caused by explosive credit 
and subsequent economic breakdowns. 

Gold and silver played vital roles as monetary instruments for thousands of years. An upsurge in 
silver production in Europe from 1170 AD to 1320 AD had an impact on price levels, which 
subsequently came down due to the terrible population reduction caused by the Black Death. 
Eventually an increase in population and quintupling of silver production from 1470 AD onwards 
pushed up inflation in W. Europe. The slack of a gradually diminished silver production was taken up 
by the large scale influx of gold and silver from the New World, especially mining from Peru, from 
1545 onwards. This period of inflation petered out around 1620, where after the price level 
remained more or less the same until the beginning of new inflationary pressures developed around 
1770. Other factors which influenced the general price level during those years were a gradual 
increase in trade and slow urbanization. 

Between 1750 and 2003 prices in the U.K. rose around 140 times, but most of the increase in prices 
occurred since the Second World War. Between 1750 and 1938, i.e. for two centuries, prices rose by 
a little over three times. Since then these however increased more than forty times: one decimal 
penny in 1750 would have greater purchasing power than one pound in 2003! Also in the USA one 
sees a similar pattern from about 1670 to 1940, where after inflation has been our constant 
companion except for brief and very slight deflationary dips in 1950 and 1955. From the early years 
of the US Revolution the money supply via printing of the "Continentals" paper currency, went up 
from $12 million in 1775 to US$ 225 million in 1779. The Continental's value dropped from $1 for 
every $1.25 of specie in 1775/7 to 500 Continentals needed for $1 in specie in 1781. US historical 
inflation peaks occurred in 1792, 1796, 1844, 1881, 1900, 1916/20, 1939, 1945/46 (the end of World 
War II), 1974/75 (the first oil price shock and the end of price controls) and 1979/80 (the second oil 
price shock). Deflation peaks happened in 1839/43, 1875/79, 1884, 1893, 1912, 1922, 1927/28, 
1930/33, 1938/39 (both during the Great Depression), 1948, 1973 (stagflation) and 2008/9. 

The cumulative US CPI started to increase after 1913 with the establishment of the US Fed. Reserve. 
That counted as the beginning of modern day global fiat (symbolic) currencies and increased inflation 
in the modern age. The US money supply increased from US$7 billion in the beginning of the 20 th 
century to about US$ 14.000 billion now. Inflation received new impetus in 1933 after president 
Roosevelt abandoned the Gold Standard, changed the rules and the nature of money was no longer 
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secured by tangible assets, resulting in the redistribution of wealth and an almost constant decrease 
of the US dollar's value by over 97% from 1913 to the present day which is still continuing. The CPI 
increased again much faster from 1971 onwards, after Nixon closed the Gold Window , Apart from 

POLITICAL INTERFERENCE AND DECISIONS, THE MAIN FACTORS HAVE BEEN THE MISGUIDED ACTIONS AND 

MISALLOCATIONS by the various Central Banks. Especially also since 1971, the price of oil played an 
important role internationally in pushing up or down inflation. 

Another factor to keep in mind is that from 1980 onwards, the methods of the US government's CPI 
calculations changed twice (see information about "real" rates, some 3x the usual CPI, at 
ShadowStats.com). Inflation: are reductions in value, quantity and quality of products actually 
causing a fraudulent calculation of the CPI? US consumer prices increased 160% since 2001 but this 
great loss of purchasing power of the US dollar is not shown in the official Consumer Price Index of 
about 1% per annum. A reduction in product quantity can be calculated easily but not a reduction in 
quality, perhaps caused by cost cutting and/or planned obsolescence, resulting in a loss of purchasing 
power as the price does not reflect the smaller quantities and reduced quality or service life. Many 
hedonistic adjustments to inflation are supposed to reflect better quality or productivity but are 
untrue. Big pharmaceutical companies often increase the price of medicines that are off-patent by 
hundreds of percent or more : they can up prices without giving any extra value. Inflation from 
reductions in value, quantity and quality and cost cutting, planned obsolescence or fraud are in 
reality difficult to calculate and track while being responsible for declines in real purchasing power 
and real inflation. Seasonal adjustments and substitutions are other tricks used. There could very 
well be a correlation among the following approximate prices which exponentially increased, say, 
over 42 years from 1971 to 2013: 

Gold 8.6% per annum - silver 6.5% p.a. - crude oil 8.4% p.a. - M2 money supply in the USA 6.5% p.a. 
- cigarettes 6.8% p.a. - US national debt 9.3% p.a. and US government spending 7.1% p.a. It looks 
therefore very likely that the continuous increase in the money supply and the velocity of money, in 
turn influenced by cycles of excessive credit and misspending, are the driving forces for the inflation 
trend. In general, for a Central Bank to use easy (quantity of money) and cheap (low interest rates) 
money, the result would be quite different depending on the different stage of the so-called 60 year 
global inflation/deflation and high and low interest rates cycle. During the 30 year inflationary part 
of the cycle, demand would be stimulated and CPI increase. During the 30 year deflationary part of 
the cycle the suppressing of low interest rates would make stock dividends more attractive and 
encourage "financial engineering" to buy back stocks and thus "boost" earnings per share and stock 
prices, while on the other hand engineer the creation of "bubbles". 
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3) The global macro situation 

Real inflation slowly gathered steam not just in the US and Europe, but all over the world in the first 
decade of the 21 st century. As per July 2008 the consumer price index in the USA increased by 5% on 
a year-to-year basis, the highest rate since 1991. Euro zone inflation was up 4% (the highest in almost 
16 years) against a benchmark of 2%, while consumer prices in China rose in Feb. 2008 to a 12 year 
high of 8,7% remaining above the Central Bank's 4,8% annual target. World inflation per Nov. 2007 at 
4,8% was 2% up from a year earlier, the highest in over 7 years. Prices accelerated in 80% of the 
countries tracked. It is worse in the smaller markets: inflation exceeded at some stage 30% p.a. in the 
Ukraine, 25% p.a. in Vietnam and Venezuela's annual inflation (now hyperinflation) rate went from 
some 100% in Jan. 2013 to a peak of 800% p.a. in Aug. 2015 and came since down to 280% p.a. in 
April 2017. The Venezuelan Bolivar black market (l.e. free market) dropped from VEF1 = US$1 in Jan. 
2013 to VEF4.708 = US$1 now. An interim solution might be to introduce the dollarization in 
Venezuela by dropping the Bolivar and adopt the US dollar as Zimbabwe did and also Panama, Ecuador 

and El Salvador. Real GDP growth would be more stable and superior to the non-use of the US dollar: 

INFLATION WOULD BE LOWER AND LESS VARIABLE. THIS SHOULD BE A TRIED AND TRUE WAY TO STABILIZE THE ECONOMY 

of the nations concerned before proper reforms could begin. Peru went for semi dollarization, 
accepting both the US dollar and the Peruvian Sol as legal tender. Since 2009 through many Central 
Bank actions and reduced economic activities inflation dropped the last few years in many countries 
while it also appears that the deflationary effect of constantly improving technology and of China's 
deflationary effect on global tradable goods is not about to end. In the past the continuous increase 
in the price of oil and other commodities and food had a strong impact globally as oil prices, after 
quintupling in the early part of the 21 st century , impacted on raw materials, manufacturing and 
shipping. However commodity prices gradually came down since 2011 and oil since 2015. 

The usual response by Central Banks to an increase of inflation would be to up interest rates. As the 
early bout of inflation coincided with the Global Credit and Food Crisis of 2007/09, different 
responses occurred in different nations. Especially in the USA, to halt an implosion of the financial 
sector, the Federal Reserve decided to reduce interest rates quickly and substantially at the time, as 
the immediate danger of the credit crisis was deemed to be more pressing than the fight against 
inflation and to "save" most of the big Banks by way of TARP and afterwards ZIRP and NIRP and 
various QE's. This example was later followed by almost all the major global Central Banks. More and 
more economists foresee a return to the "stagflation" experienced in the seventies with the same (or 
worse) dire results, especially in view of the many great Bubbles in equities, bonds, fixed properties, 
auto loans, student loans and personal loans in the US and around the world which keep increasing. 
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4) BUSINESS IMPLICATIONS 

Most experts believe that to break the back of double digit inflation, central bankers may have to 
raise interest rates dramatically, which could in the end result in higher fuel prices, rising 
unemployment, lower house prices and eventually a recession. If one lets inflation get out of control, 
it hurts but if one tries to clamp down, it also hurts: a no-win situation. What is the CE of a company 
to do - act cautiously or keep pushing into fast growing but fragile economies? 

Smart executives are probably doing a bit of both, seeking new growth markets with the full 
understanding that their plans will be shaped and changed by global forces (including inflation), 
always keeping a backdoor and exit strategy open. Depending on a company's situation, a first 
requirement would seem to be to strengthen the balance sheet by reducing leveraging and the risk 
profile, increasing liquidity, profitability and cash flow. Then it would be good to look at the growing 
middle class in China, which is expected to multiply by 2020 to 700 million people, according to Euro 
monitor, and India, where the number of middle income people is expected to grow then to 583 
million, according to consultancy McKinsey & Co. Of course the unexpected 85% radical reduction in 
cash/banknotes in India since Nov. 2016 may have a tremendous negative impact on the Indian labor 
and middle classes. Brazil too has been struggling lately economically. Upcoming middle classes may 
eventually want new homes with electricity, pushing up the prices of raw materials: as incomes rise, 
so does demand for everything from motorcars to telephones, TV's, PC's, food and airplanes, etc. In 
general, inflation rates in developing and emerging economies are much higher than in the 
developed world. 

The longer term (of approximately 60 years) cycles of inflation, disinflation, deflation and reflation 
appear mainly as follows. A summer time (about 15 years) of runaway inflation/stagflation, which 
initially starts with increased investments is followed gradually by over-investment and excess debt. 
At the end of the period, the inflation rate peaks and excess capacity develops. This is followed by an 
autumn period (some 15 years or so) showing weakness in pricing power while the increase of 
inflation is gradually reduced. More and more currencies are devalued and towards the end of the 
period many competitive devaluations occur. During the winter time (of again approx. 15 years) a 
fall-off in inflation turns eventually, via disinflation, to deflation. Protectionism and tariffs increase 
while a "beggar thy neighbor" policy is started by many nations, all the while competitive 
devaluations continue. In many countries factories start to close and unemployment increases. More 
and more debt defaults, private, corporate and sovereign, are taking place. Finally the spring time (of 
15 years) returns and with it reflation and an early inflation starts to appear. The pricing power of 
many businesses returns and inflation gradually starts to increase again. Confidence, though still 
fragile, improves. 

We can see that monetary inflation by stealth and a constant reduction of the purchasing power of all 

FIAT CURRENCIES HAS TAKEN PLACE MAINLY AFTER THE INTRODUCTION OF CENTRAL BANKS GLOBALLY BUT ESPECIALLY 

AFTER THE 1913 ESTABLISHMENT OF THE FED. RESERVE IN THE USA AND IS ONGOING. EVEN THE VALUE OF ONE OF THE 

STRONGEST CURRENCIES, THE SWISS FRANC, HAS COME DOWN OVER THE YEARS. 
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5) PERSONAL ASPECTS 

As the main inflation measurements (CPI, PPI, etc.) are based on a basket of goods and services, the 
number, variety and weighting are of vital importance. These often vary from nation to nation and 
also regionally. Some exclude oil, foods, cost of interest, etc. and other "baskets" are occasionally 
changed (on purpose) in relation to their contents and/or weighting of individual items. This makes 
geographical and historical comparisons quite difficult as we are not always aware that we actually 
compare "apples with pears". So also each family, knowingly or unknowingly, has its own "family 
CPI" which often differs very substantially - not just between rich, middle class and poor but also 
over time: a family may start with 2 persons, increase to 5 or more and after 30 years or so be back 
to 2 or less. During times of an economic downturn, the same elementary measures applicable to 
businesses would apply too to individuals and families. Strengthen the family's balance sheet by 
trying to increase income and reduce expenses, repay debts (starting with the most expensive ones) 
and in case of need sell certain non-core assets, such as a big gas-guzzling motorcar and delay holiday 
and other non-essential expenditure. 

At this point I feel that we should look again at the well-known but incorrect saying that, for instance, 
US consumers should take on more debt and spend it, as the US economy is built on consumer 
credit. However real economic growth is created when production output allows for greater 
consumption, while we also should keep in mind that consumer credit (which only started in the US 
in the 1920's and credit cards in the 1970's) pulls forward future consumption to the present 
(generating income for the Banks). That debt will have to be repaid with interest and fees from 
future earnings. Shifting consumption forward creates just the illusion of growth. In the end 
consumer loans diminish future consumption more than that current consumption is increased. 
Most if not all funds borrowed for consumption are not available for more productive use and thus 
consume society's limited savings and reduce capital formation and investment, especially if 
borrowed for goods one cannot afford. Borrowing should be for self-liquidating, preferably 
productive, investments which return an income stream greater than the expenses incurred. 

While reducing expenses, care should be taken in respect of insurances so as not to cancel vital 
ones. Once debts are repaid and a savings account buffer equivalent to about 6 months' salary has 
been built up, investments could be looked at. Renting or buying one's house or flat? Buying is for 
most people not just their largest investment ever made, but is also in many cases a medium to long 
term investment. Subsequent investments could be in mutual funds/unit trusts, stocks/shares, bonds 
and other stock exchange based media as well as annuities to build up an extra pension cushion. 
However, as most people need bank/building society mortgage finance to buy and keep their homes, 
a better investment is often to pay any extra money into reducing one's mortgage loan, thereby 
saving in the long run considerable (compound) interest - equal to a tax free investment. Wider 
education in financial literacy by the masses would seem to become more and more important, 
including a clear understanding of the difference between nominal interest rates and real interest 
rates (inflation adjusted), the compounding effect of interest and the real purchasing power of 
money over time. As a matter of interest, in 1913 US$10.000 bought 500 ounces of gold but in August 
2011 US$10.000 BOUGHT JUST 5.55 OUNCES OF GOLD! THIS SHOWS NATURALLY THE ENORMOUS LOSS OF VALUE OF 

THE US$ OVER ABOUT 100 YEARS, BUT ALSO THE IMPORTANCE FOR EVERYONE TO HOLD SOME PHYSICAL GOLD (COINS) 

AS PROTECTION/INSURANCE AGAINST THE RAVAGES OF INFLATION. 
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6) ANALYSIS 

There are two ways for Central Bankers, in fighting inflation, to enforce a cut down of spending by 
the general public and business: making less money available to the public in general and raising 
interest rates to make money more expensive, thereby limiting people's and companies' appetite to 
spend and borrow. The first method is achieved mainly by forcing banks to hold greater deposits with 
the Central Bank, thus obliging them to take money out of circulation and lend less to the public. This 
is a fairly painless exercise. The Ministry of Finance or Central Bank could also decree that the general 
trade, such as sellers of motorcars, electrical goods, etc. and financial institutions furnishing 
mortgage finance for fixed properties, are to collect higher deposits (for instance instead of a 10% 
require a 25% initial deposit) from respective purchasers, while also loan repayment periods could be 
shortened. The second method, that of raising interest rates, would benefit people with bank savings 
and, to some extent, the financial institutions, but be quite painful for sovereign debtors (almost all 
nations) and especially home owners with large mortgages and perhaps credit card and motorcar 
debts and big student loans, but also for businesses with large bank loans. As the additional interest 
cost would normally be passed on by businesses to their customers, this initially would also have an 
inflationary impact in itself. 

Subsequently consumer confidence and business' profitability would lessen, gradually increasing 
personal and company bankruptcies, more unemployment, etc. while national economic growth 
could turn negative into a recession. Those nations with large current account balance of payments 
deficits might see a depreciation of their currencies, resulting in a higher cost of imports with further 
inflationary implications. As the global credit crisis began biting, the US Fed. Reserve reduced short 
term interest rates, the Fed funds rate, from 5.25% to 0.25% p.a. since September 2007 in order to 
assist a shaken financial sector. Propping up that sector was considered of more immediate 
importance than to fight inflation, with the result that, instead of keeping short term interest rates 
unchanged, these came down substantially giving the wrong sign from an inflation fighting point of 
view. The world's largest economy is thus now in an unenviable position. Seemingly the Fed is not 
able, in the foreseeable future, to increase short term interest rates enough to fight inflation with 
potential disastrous long term results for future inflation expectations by individuals and businesses 
on top of the cost-push and demand-pull kinds of inflation. The Fed's and many other Central Banks' 
credibility as inflation fighters has been under serious threat for many years now. 

US long term interest rates also came down substantially. Foreign investors in Treasury Bonds have 
gradually halted further investments and started to reduce their exposures. Because of the need to 
finance the huge US current account deficit and the thirst in the US for new capital injections in the 
financial and other sectors, this situation could at some stage deteriorate quickly and substantially. In 
view of the present special global situation, strong fears of inflation, deflation and stagflation have 
been milling around all over the world and the effects of "the great monetary experiment" since 
2008 are still being felt everywhere. In the meantime Central Banks today continue to give money to 
various Institutions which are often insolvent, against poor collateral at a nil interest rate - is this 
perhaps the destruction of capitalism? A possible solution might be to return to normal interest 
rates, to limit the growth of credit and make it tax-attractive to invest in the real economy and NOT 
in financial speculation, etc. The time to do this however seems almost over. Emerging nations, with 
external debts of US$5.7 trillion ($3.1 tr. in bank loans and $2.6 tr. in bonds) would be hard hit should 
the US dollar go up (by reverse "carry trade"?) by way of potential credit defaults and/or currencies' 
devaluations leading to another global financial crisis bigger than the one in 2008. 
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The big lie about the need for inflation (perhaps 2% PER annum, but who decides what is an ideal rate?) 

HAS BEEN BANDIED ABOUT AS A NECESSITY THESE PAST 60 YEARS OR SO BY POLITICIANS AND BANKERS. However, for 
almost 200 years since the 1780's, except for a few brief years, mild inflationary and deflationary 
conditions existed in the USA. Since the establishment of the Fed. Reserve in the USA in 1913, but 
even more so in the 1960's and after President Nixon closed the gold window in 1971, corrupt 
politicians and spineless Central Bankers decided the nation needed guns, butter and entitlements, 
the so-called warfare/welfare and now also surveillance State Afterwards it became imperative to 
"produce inflation at high levels to make increasing State debt appear payable". It is definitely not! The 

RESULT HAS BEEN A CONTINUING TREND OF INCREASED DEBTS ON ALL FRONTS. IN A MANNER OF SPEAKING, ONE COULD 

SAY THAT THE CENTRAL BANKS Of THIS WORLD, SEEKING TO BOOST INFLATION, ARE ACTUALLY WAGING WAR AGAINST 

THE BOTTOM 95% OF HOUSEHOLDS AS THE PURCHASING POWER OF THEIR INCOME PLUMMETS OVER TIME BECAUSE OF 

TWO MAJOR AND FATAL ERRORS: "HEADLINE" CPI, WHICH IS USED MOST OFTEN BY THEM, IS MANIPULATED BY 

UNDERWEIGHTING OR EXCLUDING SECTORS WITH HIGH COST INCREASES SUCH AS RENTS, HEALTHCARE, TUITION AND 

SOMETIMES CRUDE OIL. THE SECOND ONE IS THE COMMON USE OF AN INFLATION RATE FOR MEDIAN HOUSEHOLD 

INCOMES. AS THERE ARE VERY DIFFERENT INFLATION IMPACTS ON THE VARIOUS INCOME CLASSES, ESPECIALLY BETWEEN 

THE LOWER INCOME 95% AND THE TOP INCOME 5%, IN THE END QUITE A WRONG (FLATTERING) RESULT IS ATTAINED BY 

LUMPING ALL HOUSEHOLDS TOGETHER. AS AN EXAMPLE, WHILE IN THE USA FROM 1960 TO 2010, THE NATIONAL 

Health expenditures increased by 818%, the nation's GDP increased by 168% but wages and salaries just 

16%! The share of GDP used for wages and salaries went from 51.5% in 1970 to 42.5% in 2015. While 

GDP PER CAPITA WENT UP FROM 100 TO 134 FROM 1989 TO 2011, MEDIAN HOUSEHOLD INCOME CAME DOWN 

FROM 100 TO 99 IN THAT SAME PERIOD. UNFORTUNATELY THIS TREND OVER THE PAST 47 YEARS IS STILL CONTINUING: 

MOST OF THE POPULATION IS CONSTANTLY GETTING POORER! 

The total US credit market is up from about $2 trillion in 1971 to more than $65 trillion now. To show 
that this is a global problem, total global debt now stand at $217 trillion, 325% of global GDP! How is 
this affecting most of us? The nominal growth of US household income increased from 2000 to 2017 
by 42.3%, but the real growth, after adjustment for inflation, was only -1,3%! Many if not all of it has 
to do with the ongoing debt binge, not just by national and local governments, Central Banks and the 
financial sectors but also includes home loans, personal debt, student loans, auto debt and corporate 
debt. 

One of the results has been that the real per capita USA GDP grew on average 2.3% froml948 to 
2000 but only 1% from 2000 to 2016. Because of the manipulated, too low real CPI also the real GDP 
in most nations has been too high for many years! Short term inflation peaks often occur at 10 year 
continuous intervals. This time there are numerous extra hidden global dangers waiting to be 
unleashed and according to the iceberg principle (one seventh above the water line and six seventh 
below) the "known unknowns" such as the derivatives and shadow banking debacle built up may 
easily be 100 times larger than many believe. The following are most of the different inflation phases 
we will experience: 

Monetary inflation. 

Assets and commodities' prices increasing. 

Producers' and consumers' prices going up. 

Wages and salaries increasing. 

Loss of the purchasing power of currencies (and possible devaluations) resulting in bond 
holders and savers/pension funds being wiped out together with debt. Very discouraging for 
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savers, this also creates unwanted business cycles and by way of taxes and regulations 

destroys capital. 

Personal, Corporate and Bank defaults. 

Sovereign defaults. 

7) FUTURE EXPECTATIONS 

When we study the history of short, medium and long term economic/financial business waves we 
can see that it appears as if the world will not just get out of the present inflationary situation so 
easily. It could take quite a number of years. As some Central Banks have been appointed as 
independent guardians of relatively low inflation rates by way of inflation targeting, others have in 
some cases received the additional responsibility to also protect their nation's economic growth. As 
interest rates are raised, eventually resulting in less economic growth (or perhaps even in a 
recession), these seemingly contradictory responsibilities may result in unclear decisions with 
potential political overtones. Public and/or political pressure may even cause the inflation targeting 
percentage guidelines of the Central Bank concerned to be relaxed or possibly be cancelled 
altogether? At present the actions of the US Fed and the European Central Bank seem at cross 
purposes: the last one reduced the official ECB short term interest rate aggressively which remained 
there while the first one increased the Fed. Fund rate from nil - 0.25% by 0.75% in total the last 12 
months. The Fed. funds rates were 6.5% p.a. in 2000 and 5.25% p.a. in 2006. Inflation is picking up by 
2% in the USA and EU and 2.3% in the UK in February 2017, the fastest since 2013. 

A similar clash over monetary strategy took place in the early 1990's resulting then in a major 
currency crisis and a recession in Europe. While we don't know if the European Monetary Union will 
break up under pressure over the next few years, if the present diverging strategy continues too 
long, release of this expected pressure could occur (and is already happening) through fixed property 
and banking slumps, especially in the countries of the Club Med region and the euro-satellite states 
of Eastern Europe. Fault lines are blurred by the EMU protection: current account deficits in Portugal 
and Spain, Greece, etc. compared to a current account surplus in Germany, while credit growth has 
been roaring at 40 to 50% a year in the arc of nations from the Baltic to the Black Sea. Much of the 
funding for the credit has been provided by Swedish, Austrian, Greek, Italian and German Banks: a 
crunch is looming this year and later, when many maturities fall due. 

The previous shock in the US was the rescue mission in 2008/09 by the US government of Fannie 
Mae and Freddie Mac (and numerous other Banks and Corporations), the two mortgage giants which 
owned or guaranteed $5.2 trillion, about half of all outstanding US mortgages. The problem, as with 
the investment Banks, was that although profits were privatized, the risks have been socialized. This 
goes against the basic principles of capitalism: those who receive the profits should also take the pain 
- at least the owners (shareholders) and management and employees. However, if one cannot let 
certain businesses fail in a bust, then one should contain them in the boom times. These two giants 
should never have been allowed to grow so big by Congress and their Regulator: transparency and 
competition should have curtailed them. It should therefore not come as a surprise if the overall 
economic malaise will stretch on beyond 2017/18. 

We should be clear about the following definitions and impacts: a STIMULUS is an investment into 
something that has future production (not "consumer") value at a cost today ("supply side 
economics?") payable from income over time. A BUBBLE is the creation of pseudo demand for 
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something that we don't need or consume, made possible by debt and leverage and very low interest 
rates that we cannot afford. A BAILOUT is a perpetuation of the bubble, using newly created fiat 
currency and/or more debt to pay off the old: a "Ponzi" scheme (unless the organization or nation 
concerned can grow out of the problem, unlikely at present). The well-known methods of Central 
Banks which started since 2010 the Quantitive Easings (QE's) and via ZIRP (zero interest rates) to 
NIRP (negative interest rates), have been ineffective (and possibly illegal?) to raise real economic 
growth but on the contrary robbed from the poor to give to the rich. The results were not pretty: real 
wages are still going down, the wealth divide increased between the 95% and the 5%, savers and 
pension funds have been suffering because of the very depressed interest rates, real economic 
recovery has not been stimulated nor real employment and economic growth nor the availability of 
finance to the real economy ("Main Street"). 

In THE MEANTIME there HAS BEEN a NEW GLOBAL REALIGNMENT, ESPECIALLY SINCE 2008, BY WAY OF THE FORMING 

OF THg BR1CS GROUP o- MAINLY DEVELOPING NATIONS: BRAZIL, Russ:a, India, China and South AFRICA TO 

STRENGTHEN TRADE AND COOPERATION AND SEARCH FOR AN ANSWER TO THE HEGEMONY OF THE US DOLLAR AS AN 

ABUSING WORLD RESERVE CURRENCY. GOLD, NOT JUST A GOLD-BACKED CURRENCY, IS SLOWLY EMERGING AS THE 

CURRENCY TO BE USED ALONG THE NEW SlLK ROAD, SPEARHEADED BY CHINA, RUSSIA AND KAZAKHSTAN. CHINA 

STARTED WORKING THEIR CIPS (CHINA INTERNATIONAL PAYMENT SYSTEM), A GLOBAL TRADE SETTLEMENT SYSTEM, IN 

October 2016, geared to the Chinese Renminbi alongside the SWIFT payment system which has been 

GLARED TO THE US DOLLAR, |H| IMF AND THE USA.. THIS MEANS THAT BOTH CHINA AND RUSSIA HAVE NEW SYSTEMS 

to conduct their global trade outside the US dollar. All five BRICS nations are also discussing the 
development of a "gold marketplace". A new financial structure is being set up by the BRICS nations, 
the world's main gold producers and buyers, to avoid the International Monetary Fund's type of loan 
conditions and tackle the dominance of the US dollar in global finance by way of the New 
Development Bank (NDB), the BRICS-led Contingency Reserve Fund (CRF) and the Asian 
Infrastructure Investment Bank (AllB). 

Through the world currency status of the US dollar, the Federal Reserve and its member banks and 
the US Federal Government have been able to push inflation out of the US economy and onto other 
nations. We are living at present in the final stages of a large part of the world moving away from the 
US dollar which is gradually becoming less important on the global stage. While the BRICS nations 
continue to acquire tons and tons of gold, the US continues to acquire billions upon billions in debt, 
even though it has already been technically insolvent for a long time and is now broke and cannot 
repay the debts owed. Although there was on most continents an increase of sovereign debt crises 
these last 10 years or so, the debts that stand out now most in the public limelight are the twin US 
budget and current account deficits coming on top of all time high state, county, municipal, 
corporate, financial industry and personal debts, creating a lot of general uncertainty and a global 
crisis of confidence. The evidence of a great economic/financial problem or better explained as a 
continuous "Recession/Depression" in the developed world (USA, Japan, EU, UK and others) is the 
fact that, even after engineering the lowest interest rates in over 200 years, all these economies are 
still not taking off, notwithstanding the manipulation and even falsifying of nations' GDP by using 
permanent accounting fraud. Some other clear signs are the lack of energy demand caused by too 
much over capacity, too much real unemployment, too many business closures and near empty 
shopping malls, declining real wages and numerous asset bubbles. 
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3). Bubbles 

Greek mythology 500 B.C.: "Those whom the gods wish to destroy they first make mad." 


GENERAL AND HISTORICAL 

Bubbles are often described as large, shiny, flimsy objects filled with air. Both soap bubbles and small 
balloons are easily destroyed by pinpricking, unexpected gusts of wind, etc. but in the end they suffer 
from just a brief existence, even if often quite admired, especially by children. In the financial sphere 
one would usually define a Bubble as investment turning into speculation turning into a gamble 
showing a very fast inflation of prices with little underlying fundamental reasoning, most of the time 
influenced by greed, following the herd, "exuberant enthusiasm" and "this time it is different". Such 
speculations/gambles almost always appear at the end, during the last one or two years, of a strong 
bull market, evidenced by an almost 90 degrees angle rise of the relative price or index. 
Unfortunately, the end results in an even steeper downtrend. One might compare this to the swings 
of a pendulum, sometimes too much to the one side but then via equilibrium back too much to the 
other side. The following are just a few examples of the best known bubbles and their percentage 
increase in history covering stocks, commodities, real estate, etc. 


1634/37 The infamous tulip bubble in Holland 
1719/22 The South Sea bubble in England 
1845/47 The Railways bubble in the UK 

1929 The Dow Jones stock bubble in the USA 

1930 The Shark Liver bubble in the USA 

1969 The Poseidon bubble in Australia 

1980 The silver bubble - globally 

1980 The gold bubble-globally 

1989 The stock/ real estate bubble in Japan 


5.900% 

750% (also the Mississippi Co. bubble in France) 
100 % 

497% 

3.900% 

34.900% 

3.099% 

2.276% 

1.873% 

2.748% 


2000 The Nasdaq 100 stock bubble in the US 
2006/08 The Housing and Credit bubbles worldwide (USA, Spain, Ireland, etc.) various percentages. 


As a matter of interest and to belabor a well-known point: the Imperial Palace in Tokyo in 1989 was 
worth more than all the real estate in California. In 2000 Yahoo's market capitalization was 25 times 
bigger than the market capitalization of the Chinese equity market (MSCI). In 2008 the combined 
assets of Iceland's three largest Banks were 14 times the nation's GDP. In 2016 a Swiss Government 
50 years debt to 2076 was possible at a negative yield of -0.035% p.a. The prices of financial assets 
such as US large capitalization stocks and long term government bonds are higher in 2017 than 
previous records in 1938, 1964 and 1998! 

Bubbles have historically almost always been built up because of aggressive credit expansion leading 
to increased speculation and leveraging, creating the necessary conditions for a crash. Excessive 
credit lenders have most of the time found it impossible to avoid lending for speculative purposes. 
Throughout millennia no political and economic system has been able to avoid the results of 
excessive liquidity in the banking system. From Rome's credit bubble, which started before 10 BC, to 
the latest USA's (and globally) credit bubbles starting in 2001 (and earlier), the same conditions 
always seem to lead to the same type of problems. Japan's investment growth in the 1980's led to 
increased domestic demand followed by a ruinous credit expansion and eventually huge stock and 
real estate bubbles and subsequent crashes. Governments and Central Banks, while trying to address 
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bubbles, more often than not create a base for more bubbles, often favoring investors/speculators 
and debtors above savers. People are now (2008 to 2018 or so) living in economically very 
challenging times when savings and real capital are needed most, but still the return on savings is at 
its lowest level in history. To save asks for self-respect, short term sacrifice for long term gain, 
strength and stamina. Savings, like real capital formation, is vital for the wider economic community. 

In a system where promises to pay are generally honored, savings should be rewarded over time by 
an accumulation of capital. That process would afford savers more options and freedom than they 
would otherwise have had. Investment implies trading or taking risks in return for an anticipated 
profit, but savers are owners. The present global situation penalizing savers (by way of "financial 
repression") seems therefore leading to a dangerous, upside down period, which no doubt eventually 

HAS TO RIGHT ITSELF. ON THE OTHER HAND WE SHOULD REALISE THAT DEBT-FINANCED PURCHASES ARE NOT WEALTH 

AND DEBT FINANCED CONSUMPTION DOES NOT BOOST THE WEALTH OF THE NATION. WEALTH IS GENERATED BY PEOPLE 

AND PRODUCTIVITY. W[ SHOULD ASK OURSELVES, HOW MUCH OF ALL THE EXISTING TRILLIONS OF DEBT IS DELINQUENT 

AND HOW MUCH SHOULD ACTUALLY BE WRITTEN OFF WITH ALL ITS TERRIBLE IMPLICATIONS? THE NEXT FEW GLOBAL 

RISKS ARE SELDOM PRICED IN: MACROECONOMIC (GLOBAL DEBT CRISES, RECESSIONS), GEOPOLITICAL (MIDDLE EAST, 

North Korea, south china sea, etc.), systemic (financial system problems and contagion) and monetary 

(currency debasements and currency wars, bail-outs and bail-ins, ZIRP and NIRP, the war on money). 

Are too MUCH debt, too high taxes and too many regulations and unsound money NOT the road to 

COLLAPSE? 

Most of the time the initial growth of stock exchange bubbles lasts from 64 to 65 months, i.e. 5.3 
years from start to blow-off top. The huge, almost vertical moves start after a 45 months low to go 
"ballistic" at month 64 or 65. For example, the Dow Jones stock exchange stood at a price of 85 in 
month 1 during 1925. During 1926/27 at the half way point of 20 to 32 months it stood at 150. In 
1929 in month 64 it stood at 385, coming down in the end to 40 in 1933. Another example is the 
Nikkei which started to increase in 1984 in month 1, then in 1988 stood half way in month 42 and 
finished end 1989, going ballistic after 65 months. If we look at the SPX which started its rise in 
month 1 in 1994, we see it ended in month 64 in 1998. Thereafter it started in month 1 during 2002 
and reached its high in month 64 during 2007. The next one started in month 1 during 2009 at a price 
of 616, then halfway in 2011 in month 32 went to 1050, in 2012 in month 45 at 1400, reaching its 
zenith in late July 2014 at 1946. 

Gold price bubbles seem to last a total of 72 months, such as from 1999 in month 1 to the 2005 high 
in month 72 and afterwards from month 1 in 2005 to month 72 during 2011. In the case of many 
bubbles the Pareto Principle, also known as the 80/20 rule, is applicable, i.e. the unequal relationship 
between inputs and outputs. For instance, 20% of invested input causes 80% of the results obtained, 
or 80% of a market's move will take place in the last 20% of the time period concerned. One would 
be able to see this as follows: 

Homestake Gold Mining stock, USA from 1929 to 1934, up 570% during the last two years. 

Japan's Nikkei 225 from 1970 to 1990, up 1.423% in the last six years. 

Crude oil prices from 1986 to 2008, up 1.105% the last four years. 

Gold prices from 1968 to 1980, up 2.176% the last three years. 

Nasdaq, USA from 1970 to 2000, up 3.100% the last three years. And so on, many more. 
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PRESENT SITUATION 

The so called global "carry trade", involving huge waves of currencies going back and forth between 
countries, has had its own, sometimes disastrous effect on nations' currencies and stock and bond 
prices and economies for many years (for instance during the 1997/8 Asian crisis), increasing the size 
of bubbles. Basically it involves borrowing at a low interest rate in a cheap, i.e. weak currency "A" 
and subsequently investing the same amount at a higher rate of interest in an improving, getting 
stronger, currency "B", hopefully resulting in double profits. The danger is that when interest rates 
reverse or are expected to reverse by getting higher in currency "A" than in "B" (and possibly also a 
reversal of the relative currencies' strength), the carry trade is very quickly reversed to avoid a 
double loss. The consequences of these massive money withdrawals from currency "B" (which is 
then weakening, resulting in increased interest rates to defend its currency's value and possibly 
much higher inflation, a drop in stocks and bonds and perhaps leading to a recession) and money 
flows going back into currency "A" should result in the continuation of a stronger getting currency 
"A" and an increasing stocks and bonds market in that country, possibly improving its economy. To 
avoid or at least soften the impact of these, not always easy to control, big financial waves, it would 
seem advisable, in the first instance when foreign investments are coming into a country , to 
ENCOURAGE THE USE OF THE MONEY, INSTEAD OF IN PORTFOLIO INVESTMENTS IN QUOTED SECURITIES (BANK DEPOSITS, 

STOCKS OR BONDS), IN DIRECT SHARE OR BOND INVESTMENTS IN NON-QUOTED COMPANIES. IN THAT WAY, MORE LONG 

TERM INVESTMENTS WOULD BE MADE DIRECTLY IN THE PRODUCTIVE SIDE OF THE ECONOMY, NOT SUBJECT TO EASY AND 

QUICK WITHDRAWAL ONCE A (PERHAPS TEMPORARY) HEAD WIND CROPS UP. NATURALLY MAINTAINING A POSITIVE 
CURRENT ACCOUNT BALANCE AND HEALTHY FOREIGN EXCHANGE RESERVES WOULD ALSO HELP! 

The FOLLOWING DIFFERENT KINDS OF BUBBLES HAVE NOW APPEARED ON a GLOBAL LEVEL: ALL DEBTS (SOVEREIGN* AND 

OTHER DEBTS), STOCKS, BONDS, HOUSING AND COMMERCIAL PROPERTIES (DUE TO A BURSTING RETAIL BUBBLE, A 

RECORD 8.640 RETAIL STORES ARE CLOSING THIS YEAR, MORE THAN IN 2001 OR 2008 - THE USA HAS THE WORLD'S 

HIGHEST EXCESS RETAIL SPACE AND SALES PER CAPITA, MORE THAN FIVE TIMES THE UK AND TWELVE TIMES GERMANY), 

AUTO LOANS, STUDENT LOANS, DERIVATIVES, CYBER-ATTACKS AND HACKINGS, GOVERNMENT PROMISES, CONFIDENCE 

(influenced by complacency and ignorance), financial repression and "money printing", banks and 

FINANCIAL ZOMBIE COMPANIES, REGULATIONS/TAXES/CORRUPTION, ELECTRONIC SURVEILLANCE AND STORAGE, 

POLITICAL INFLUENCED STATISTICS AND EVEN THE US DOLLAR COULD SOON BE IN A MAJOR CURRENCY CRISIS WHEN THE 

US$ TREASURY BOND MARKET BLOWS UP, AS WE HAVE BEEN LIVING ON BORROWED TIME: EXCESS CONSUMPTION ON 

ALL LEVELS IS STILL CONSTANTLY INCREASING ALE DEBT'S. WE SACRIFICED OUT FUTURE TQ INDULGE OUR PAST, BUT THE 

FUTURE IS NOW THE PRESENT! WE COULD CLASSIFY THE EXTREMELY LOW SHORT AND LONG TERM INTEREST RATES AS 

SO-CALLED INVERTED "BUBBLES" INCLUDING ALSO PRECIOUS METALS PRICES AND THE REDUCTION OF REAL HOURLY 

WAGES AND HOUSEHOLD INCOME. 

Sometimes during the bubbles but also at the time of their gradual build up, business scandals 
appear with sometimes disastrous consequences, such as the following seven biggest in the USA 
from 2001 to 2009: Enron in 2001 with a stock loss of US$78 billion, WorldCom in 2002 with a loss of 
US$11 billion, Freddie Mac losing US$5 billion in 2003, Fannie Mae losing US$11 billion in 2004 (both 
companies lost much more and had to be rescued by the US government in 2008/9), Bernie Madoff 
losing US$64 billion in 2008 as part of a Ponzi scheme, Washington Mutual losing US$65 billion in 
2008 and the largest Lehman Brothers losing US$639 billion in 2008 . As in all cases accounting fraud 

WAS INVOLVED, SOMETIMES AS PART OF A PONZ: SCHEME OR AT OTHER TIMES BY THE HIDING OF RISKY INVESTMENTS, 

SO THE VITAL IMPORTANCE OF AN "ABSOLUTE TRUTHFUL" ACCOUNTING STANDARD AND ITS ENFORCEMENT IS QUITE 

clear. Apart from these exceptional cases, there is also a real danger lurking as the majority of the 
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QUOTED COMPANIES ARE STARTING TO INFLUENCE AND MISLEAD THEIR COMPANIES' FINANCIAL ACCOUNTING RESULTS. 
WHY? 

1) . TO INFLUENCE THE STOCK. 

2) . Because of outside pressure to hit earnings benchmarks. 

3) . Because of inside pressure to hit earnings benchmarks. 

4) . TO INFLUENCE EXECUTIVE COMPENSATION. 

5) . Because otherwise senior management would fear for their jobs. 

To SPOT WAYS OF EARNINGS MANIPULATION, LOOK AT THE FOLLOWING: 

a). Earnings don't correspond with cash flows. 

B). Earnings differ from a company's competitors or the industry's norm. 
c). Sudden changes occur in reserves (either releasing or adding to reserves). 

D) . Earnings growth is too consistent. 

E) . Large and frequent, once-only special expenses or gains appear, such as a "restructuring charge". 
Real and honest price discovery is becoming more and more difficult especially when, in some cases, 

AUDITORS AND BUSINESS ANALYSTS START TO "COOPERATE" WITH MANAGEMENT. 

*Sovereign debt crises (and currency depreciations) have been occurring numerous times in history 
but also in modern times. Confidence in government bonds usually represents the most basic trust as 
"countries cannot go bankrupt" according to many people. However official or unofficial sovereign 
defaults by way of debt restructuring and/or lowering of interest rates and/or extension of due 
dates, etc. have constantly taken place, even in modern times, normally going hand in hand with 
financial repression, currency depreciation and "stealth inflation". 

For instance serious financial stress was experienced as follows during these past thirty years or so: 
from 1981/83 in four advanced economies and five emerging markets, including the US savings and 
loan banking stress. From 1986/88 in eight advanced economies and eight emerging markets, 
including the Oct. 1987 stock market crash. From 1990/91 in eight advanced economies and six 
emerging markets, including the Nikkei crash. In 1992 in eight advanced economies and ten emerging 
markets, including the Scandinavian Banking crisis. In 1994 the Mexican crisis, from 1997/99 the 
Asian crisis, Russian default and the LTCM collapse. In 1999/2001 the Argentina default and US 
dot.com crisis and in 2008/09 the well-known Global Credit Crisis in 18 advanced economies and 25 
emerging markets. 
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Actually direct sovereign interventions mainly prolong economic upheavals instead of shortening 


THEM, BUT UNFORTUNATELY MOST GOVERNMENTS AND CENTRAL BANKS FIRMLY BELIEVE THAT THEY HAVE THE POWER 

AND OBLIGATION TO INTERVENE WITHOUT FULLY UNDERSTANDING THE EVENTUAL CONSEQUENCES. WHILE THE 

SUBSEQUENT BUBBLES OFTEN INITIALLY CREATE THE PERCEPTION OF AN ILLUSION OF VALUE AND FAKE PROFITS, THE 

ACTUAL RESULTS START TO SHOW SOONER OR LATER BY WAY OF OVER-OPTIMISM, MAL-INVESTMENTS, OVER¬ 

VALUATION (resulting in more speculation and leveraging), under-reporting and changing of statistical 

AND REPORTING METHODS, OFF BALANCE SHEET HIDING, HIGHER CONTINGENT LIABILITIES, MISREPORTING LEADING 

EVENTUALLY TO OVER-EXTENDING AND INSTABILITY. OFFICIAL CHANGES TO THE GENERAL ACCEPTED ACCOUNTING 

Principles (GAAP) in the US have made it easier these last few years for companies to create non-cash 

EARNINGS, RECLASSIFY AND CAPITALIZE EXPENSES, STRETCH OUT DEPRECIATION AND PENSION FUNDING COSTS, ETC.. AND 

INSTEAD OF VALUING REAL ESTATE "MARK-TO - MARKET" USE THE LEGAL ACCOUNTING FRAUD OF "MARK - TO - COST" 

OR "mark-to-own-valuation" (i.e. fantasy) calculation. One might even go so far as to say that there 

HAVE BEEN NO PROPERLY FUNCTIONING MARKETS SINCE 2008 OR EVEN EARLIER, AFTER CENTRAL BANKS STARTED 

BUYING FINANCIAL ASSETS. THAT WAS WHEN NORMAL PRICE DISCOVERY DIED AS NO MARKET CAN FUNCTION WITHOUT 

IT. 

In the meantime margin debt on the New York Stock Exchange hit an all-time high in February 2017 
of US$528 billion (the highest since 1995) plus US$250 billion in "shadow margin" (security-based 
loans), while both cash flow and margin debt statistics are flashing a big red warning. The S&P500 
price to sales ratio is now higher than in 2007 and coming close to the high of 1999. This leveraged 
margin debt is the great accelerator driving stocks on the way up and the great accelerator on the 
way down as crashes feed on margin debt. 

On top of that, most US PENSION funds (but also those in numerous other countries), both public and 

PRIVATE, ARE IN TROUBLE. APART FROM THE FINANCIAL REPRESSION BY CENTRAL BANKS SINCE 2010, THERE IS ALSO 

THE PROBLEM OF 20+ YEARS OF FINANCIAL MISMANAGEMENT. UNFUNDED TOTAL LIABILITIES ARE ESTIMATED AT 

BETWEEN US$4 TO US$5.6 TRILLION. SHIFTING DEMOGRAPHIC CIRCUMSTANCES AND AN INCREASE OF RETIREES AND 

DECREASE OF WORKERS ARE FURTHER COMPLICATING PROBLEMS. ACTUALLY THE BIGGEST PROBLEM IS STILL WAITING IN 

THE NLAR FUTURE ONCL THE TOO HIGH, EXPECTED RETURN RATE ON PENSION FUNDS' INVESTMENTS, CAUSED BY A 

POTENTIAL CRASH OF THL STOCK AND BOND MARKETS, BECOMES A REALITY WHEN WE MIGHT WITNESS A HUGE RUN ON 

PENSION FUNDS? 

In the past, especially Japan, China and the oil producing countries purchased large amounts of US 
Treasury Holdings. In view of the mismanagement of the US dollar as the global reserve currency 
over many years, but especially since 2008, by the US government and Fed. Reserve 

THE BRICS AND SPECIFICALLY CHINA AND TO A LESSER EXTENT SAUDI ARABIA, HAVE BEEN REDUCING THEIR US 

Treasury Holdings. Lately all of a sudden the BLICS (Belgium, Luxemburg, Ireland, Cayman Island and 

Switzerland) have been buying US Treasury Holdings, even though they are not really US creditor 

NATIONS, NOT GENERATING NEARLY ENOUGH EXPORTS, THE LATEST SITUATION IS THAT CHINA REDUCED ITS US 

Treasury Holdings to US$1.058 trillion, Japan owns US$1.102 trillion and, to many people's great 

SURPRISE, THE BLICS NATIONS NOW OWN US$1.108 TRILLION WHICH IS STILL INCREASING! THIS SEEMS A TYPICAL 

FINANCIALIZED SOLUTION OF THE FED. RESERVE'S PROBLEM. NO DOUBT ASSISTED BY THE NEARLY FREE MONEY FROM 

the European Central Bank (ECB). Part of the background has of course been the change of the USA 
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FROM BUNG AN OIL EXPORTER TILL 1970 TO AN OIL IMPORTER THEREAFTER, FROM BUNG A CREDITOR NATION TO A 

DEBTOR NATION IN 1985, THEN BECOMING A GOODS IMPORTER AND FINALLY A CURRENCY IMPORTER AND EXPORTER, 

This situation is gradually leading to the loss of control by all the actors involved. 

EXPECTATIONS FOR THE NEAR FUTURE 

While we are given important management tools by way of leading, coinciding and lagging 
economic/financial indicators, it is up to us to decide which ones we view as the most important to 
undertake action. Unfortunately most leaders appear to favor lagging indicators, which could be 
compared to driving while looking in the rear view mirror, to the more important leading indicators. 
If we study the actions of the main six global Central Banks (the Fed, ECB, PBOC, BOJ, BOE and SNB) 
we notice that their combined assets rose from US$3 trillion in the year 2000 (3% of GDP) to US$ 19 
trillion in 2017 (38% of GDP) showing clear collaboration and a take-over of the markets, which are 
still continuing at present. Companies wishing to keep increasing their share prices through financial 
engineering are assisted by way of re-leveraging, either through investments, mergers and 
acquisitions or share buybacks all the while general weak demand and lack of pricing power 
continue, encouraging too much credit growth, resulting in turn in clearly too high distorted equity 
prices. Some interesting figures: while the US official debt went up from US$1 trillion in 1980, it is 
now some US$20 trillion, a 19x increase. Revenue on the other hand increased just from US$0.5 
trillion in 1980 to about US$3 trillion now, a 6x increase. The value of all the US stock markets to the 
US GDP increased from 0.26 in 1970 to 1.2 in 2000, 1.0 in 2008 and now at 1.28 is the highest ever! 
Notwithstanding all the warning signs, the US stock market confidence index which amounted to 64% 
in 1989 now stands at the highest ever of 99%, really a bubble waiting for a pinprick. In the meantime 

WE SHOULD REALIZE THAT EVERY MAJOR WESTERN GOVERNMENT, THE CENTRAL BANKS AND THE. FINANCIAL SYSTEM AS 

WELL AS MOST PENSION FUNDS ARE HOPELESSLY INSOLVENT WITH THE NATURAL RESULT THAT WE WILL EVENTUALLY SEE 
VERY MUCH HIGHER TAXES, CAPITAL CONTROLS AND CHAOS FROM DEFAULTS BLFORl WE CAN gXPECTA RESET, 

To control and eventually reduce global over-indebtedness there might be at least three ways 
forward from here. The first one would be to grow your way out of it, go for growth and cut 
spending. While on the face of it this would be the best way, in practice it did not work because the 
moment one cuts spending, the economy deteriorates. Three examples would be Greece these past 
7 years, Japan for at least 27 years, repeated by the USA after 2008. From 2011 to 2015 real US 
government consumption expenditures and gross investment dropped by 2.5% year on year resulting 
in its weakest post-recession recovery. On the face of it this first way may not be so successful or 
even possible? The second way forward might be a possibility if the economy would try to correct 
through the private sector paying down the debt by way of easy monetary policies, which in turn 
would cause too much borrowing. A true debt destruction reset might result in too much social 
upheaval end instability, too much pain? The third way forward would be to continue increasing the 
money supply, turn on the money printing (eventually turning into so-called helicopter money?), 
inflating away most of the debts by again starting massive QE's and NIRP, propping up the system as 
before by way of currency depreciations, economic and market interference, massive stock and bond 
bubbles leading to a toxic cocktail while the velocity of money would still be going down. 

This last way would amount to kicking the can down the road and postponing the inevitable end 
game for as long as possible, until such time when the debt burden becomes too big and the next 
GREAT DEPRESSION will come after higher inflation and higher interest rates, amongst a collapse of 
the debt based monetary credit system. Although many realize the problematic situation we are in, 
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how do we arrange for the proper protection in the meantime until we come to a hopefully better 
solution, keeping in mind that the time frame is not in our favor? 

All three of these so-called "solutions" are of course not good at all. Would the establishment of One 

World Bank and One World Fiat Currency in the end be some kind of ideal solution? We are dealing at 

THE MOMENT WITH A WORLD OF OPPOSITES: THE 5% (OR LESS) ELITE VERSUS THE 95% GENERAL POPULATION - 

GLOBALISM VERSUS NATIONALISM - NATION AGAINST NATION - RIGHT VERSUS LEFT - URBAN VERSUS RURAL - OLD 
VERSUS YOUNG - WALL STREET VERSUS MAIN STREET - HAVES VERSUS HAVE-NOTS - CENTRAL PLANNING AND 

CONTROL VERSUS DECENTRALIZATION AND OWN RESPONSIBILITY, AND MANY OTHERS WHILE WL EXPERIENCE THE 

BIGGEST DEBT BUBBLES IN HISTORY IN THE USA, THE UK, EUROPE, JAPAN, CHINA AND MANY EMERGING NATIONS.. 

How DID WE GET HERE? 

These past centuries our thinking and planning has overall been of a short term, linear way, using 

MAINLY OUR REASON LINKED TO SELFISHNESS BRINGING US THE DANGERS OF THE MISUSE OF POWER, GREED AND FEAR. 

Occasionally some wise leaders broke this trend and started to think and plan in a longer term wave, 

USING REASON AND A WAY TO GENERATE MORE EMPATHY LINKED TQ A LESS SELFISH, MORE EMOTIONAL AND CARING 

OUTLOOK, GUIDED BY ENLIGHTENING ENCOURAGEMENT ON THE PHYSICAL LEVEL, STIMULATION ON THE 

MENTAL/SPIRITUAL LEVEL AND FINALLY BY INSPIRATION ON THE HEARTISTIC LEVEL. IN THE ENVISAGED NEW WORLD, WE 

CAN HOPE AND TRUST THAT HUMANKIND WILL EVOLVE. TO START THINKING IN AN ULTRA-LONG TERM, CIRCULAR, 

SPIRALLING AND SPHERICAL WAY [N 4 OR 5 DIMENSIONS, USING A COMBINATION OF REASON, EMOTION, WILLPOWER 

AND HEART**, UNSELFISHLY DIRECTING ACTIONS BOTH TO THE WHOLE AND THE INDIVIDUAL, USING OUT OF THE BOX 

INSPIRATIONAL AND SPIRITUAL THINKING, NOT JUST BY ONE OR TWO PERSONS BUT BY A RAPIDLY INCREASING 
MULTITUDE. **FOR A MORE DETAILED DESCRIPTION PLEASE VIEW THE DIAGRAM "CULTURE OF HEART" SHOWN ON 

PAGE 129. 
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4). The search for bridging nations' trade and current accounts' surpluses and 
deficits in a healthy way. 

HISTORICAL 

Since time immemorial humanity's development has been subject to powerful opposing centripetal 
and centrifugal forces on both political, business, financial, academic, religious, cultural, social and 
other levels. The centripetal forces one could describe as pushing for centralization, integration, 
unity, uniformity and homogeneity while the opposing centrifugal forces would push for 
decentralization, dispersion, disunity, dissimilarity and differentiation. These forces had and still have 
tremendous influence, seen and unseen, often occurring at the same time such as in the case of the 
centralization and integration aspects of a growing empire while at the same time the seeds are 
being sown of interests opposing decentralization and dispersion, rising at the edge of an empire. 
For instance the clashes between the Persian Empire and the Greek City States from around 520 to 
450 B.C. and many others. So too we see these forces operating, not just in history but also in 
modern times and usually, apart from political and military influences, also trade and industry, 
finance etc. Both forces have beneficial and adverse consequences: in the case of "centralization" or 
its modern equivalent of "globalization", one could object that it might lead to a small group of the 
elite building a global empire with one Central Bank and one fiat currency controlling as many 
aspects as possible. Opponents would no doubt point out the dangers of a soulless uniformity, a 
world dictatorship and the erosion of privacy, individuality, special identities, etc. and basic freedom. 
They would encourage decentralization, possibly via nationalism to regional and even municipal 
levels. 

When looking at the United States of America with its 200 year plus experience of these two forces 
and, say, the European Union with its almost 20 years of experience with the Euro and its many ups 
and downs (Brexit, Greece, Mediterranean Club, East European sector, influx of refugees, etc.) we 
notice that even in the 21 st century this seeming contradiction is still very much alive all over the 
world. How to resolve that conundrum in a New World? Perhaps we should go back to the historical 
core or root of this problem. Both forces would lose much of their power if the different outcome or 
perceived outcome would be tempered before excesses start to develop ? Almost like slowing down 

THE LEFT-CENTRE-RIGHT AND BACK AGAIN, SWING OF A PENDULUM. TAKING ENOUGH ACTION BEFORE THE FANATIC 

EXCESS POSITION, LEFT OR RIGHT, IS REACHED. NOT JUST SLOWING IT DOWN, BUT ACTUALLY KEEP ITS MOVEMENT MUCH 

CLOSER TO THE CENTRE POSITION ALL THE TIME AND THAT WAY "SOFTENING" THE PROCESS. 

For instance no one likes to lose money, so to avoid that risk the ideal would be for a seller to always 
arrange either prepayments or simultaneous good payment against delivery. In order to increase 
profitability and turnover, credit is often given by the seller to the buyer for a certain period of time 
which of course also increases the risk, via late payment, of non-payment and bad debts. Depending 
on the business relationship, if there is no or not enough trust, different forms of collateral security 
can be asked. Still, the more credit is given over time, the higher the risk profile, which is applicable 
to individuals, corporations and nations. Too much credit leading to bad debts, etc. results in 
"bubbles" and on a large international scale, if not properly handled, either in non-payment which, 
together with too much fair or unfair competition often leads to trade wars and sanctions (financial 
or other) which, via a cold war many times becomes a hot war . The answer seems to lie in the dousing 

OF THE FIRE, WHEN STILL VERY SMALL. AT AN EARLY STAGE SO BOTH PARTIES OR SIDES CAN AGREE. ON A WIN-WIN WAY 

TO HANDLE THE POTENTIAL PROBLEMS. 


Wouter van derStok - Springtime 2017 


12 7 













According to our experience, especially these past 50 years or so, the global financial system has 
been involved not just in trying to arrange some sort of accommodation between creditors and 
debtors in general but also in establishing a basis for international payments. This was done by using, 
since the early 1970's, the US dollar as the global reserve currency, replacing the previous Bretton- 
Woods arrangement. It was at first adopted one-sided by the USA in abrogation of the existing global 
agreement and then adapted for common use. This took place after the economic and political 
pressures of promoting both a welfare and warfare state at the same time by the USA in the late 
1960's resulted in a tremendous outflow of its gold reserves because of the huge US joint deficits. It 
was also the start of the petrodollar agreement between the USA and Saudi Arabia. That agreement 
held for about 50 years but its regime seems to be ending lately as the USA is becoming self- 
sufficient and even exporting oil (in view of shale and offshore production and increased use of 
renewable energy) instead of just importing, while Saudi Arabia has not just halted buying US 
Treasuries but is even selling some and the arms deals between the two nations have, after many 
decades, now been suspended. 

THE PRESENT SITUATION 

As per April 2017 the semi-annual US Treasury Report kept the following six countries on a so-called 
monitoring list, viz. China, Japan, Germany, South Korea, Taiwan and Switzerland, suggesting that 
Washington could put pressure on those countries to take steps to reduce their trade surplus with 
the USA in future. The question then arises: what about US responsibility to take its own steps to 
reduce the surplus, keeping in mind that two important influencing factors are the strength or 
weakness of the US dollar against each nation's currency and the difference in interest rate 
structures between the USA and these nations. In other words, it takes two to tango to fulfill their 
responsibilities to come to some sort of equilibrium. The US balance of trade from 1950 to 2017 
showed a negative balance of -US$13.6 billion per month with the lowest -US$67.8 billion in August 
2006 and the highest US$1.9 billion in June 1975. In 2016 the USA experienced, out of a total annual 
trade deficit of -$502 billion, the following trade deficits with the above mentioned six nations: China 
-$347 billion, Japan -$68.9 billion, Germany -$64.8 billion, South Korea -27.6 billion, Switzerland 
-$13.6 billion and Taiwan -$13 billion, a wide variety. Interestingly enough the nation of Mexico was 
not included even though the US trade deficit with that country in 2016 amounted to -$63 billion. 

As we know, in practice the flaws in the international monetary system are mainly responsible for 
the present global economic and financial disequilibrium and we can see their results very clearly on 
a day-to-day basis. There are however also the flaws in human nature which have exercised undue 
influence such as encouraging others to take risks and do all the work, while from our side we try not 
to take any risks and do almost no work but prefer to skim off the value of others' risk and labor. This 
can lead to dishonesty and soft and hard fraudulent actions. On the macro-economic level continued 
over-indebtedness has a habit of growing into defaults which in turn brings about discounted 
sovereign (and other) debts, devaluations of national currencies, more inflation and less general 
trust, ending in less or no economic growth, less capital investments, productive companies leaving 
and finally less prosperity, more capital controls and more social unrest. It is perhaps refreshing to 
look back in the history of the United States where we find that in the Dec. 16, 1789 edition of the 
Pennsylvania Gazette was stated: "Since the federal constitution has removed all danger of our 
having a paper tender, our trade is advanced fifty percent." The exports of the US went from $19 
million in 1791 to $93 million in 1801. In 1792 the federal deficit was 28 percent of expenditures but 
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had disappeared completely by 1802 and was replaced with a surplus equal to the government's 
total spending. Good old days? 

The control and accountability of "printing more and more US dollars" was left to the US Fed. Reserve 

and the US Treasury, not just for local use but also for international payments, thereby giving them 

NOT JUST AN UNFAIR ADVANTAGE BUT MORE AND MORE DIRECT CONTROL UNDER A CLOAK OF SECRECY (THE PRIVATELY 

CONTROLLED FEDERAL RESERVE, OFTEN !N PRACTICE FUNCTIONING AS THE WORLD'S CENTRAL BANK VIA "SWAPS", HAS 

NEVER BEEN AUDITED), WITHOUT A FREE CHOICE BY THE INTERNATIONAL COMMUNITY . This led, via various 
bubbles such as the year 2000 dot.com and 2008 global credit crises to the planning and now 
implementing of international trade finance based on other local currencies and gold and the use of 
alternative international payments systems, not just by the BRICS nations but also by many others. 
The purpose of the Fed and some other big Central Banks was from 2010 onwards, according to 
them, to grow the economy through the previously mentioned QE's and the reduction of interest 
rates, via ZIRP to NIRP so as to avoid heavy recessions. They pointed to increased values of stocks 
and bonds and real estate during these past years as proof that it worked. When analyzed in depth 
these measures assisted the Wall Street big banks but not Main Street and in the meantime the US, 
Japanese and EU economies did not really take off as expected even though the Bank of Japan and 
the European Central Bank followed the QE and ZIRP systems after some years from the Fed when it 
seemed to stop to some extent. Also the Bank of England and especially the Bank of China joined the 
global financial repression. While interest rates were reduced to their lowest level in 200 years, 
money flowed but the underlying real economies were not really humming nicely. Flowever it is easy 
to miss the point that modelling a piece of the system doesn't necessarily tell us much about the 
whole system (the old story about just the tail not describing the whole elephant comes to mind). 

The bailout money, instead of helping the economy, in many cases was "saved" in the financial 
system and not spent because of deleveraging or credit being rationed and not much supplied and 
often, if supplied, misused by inefficient (old) management. Better and quicker results to restart the 
economic engine might have been obtained cheaper if instead use was made of a substantial 
targeted fiscal direct subsidy or something similar. For instance a certain percentage of all 
investments using one's own capital in new companies started up or invested in the expansion of 
existing ones, linked proportionately to the creation of new employment, etc. could have been 
introduced, perhaps limited to say one year, with the possibility of further extension afterwards if 
necessary? On the contrary, bubbles appeared in stock and bond and fixed property markets and 
debts increased astronomically (sovereign, municipal, corporate, personal etc.) so the question arises 
as to who are the buyers and sellers really? If one borrows more money and spends more but saves 
less, do I just feel richer according to my own perception ? Flow long can the charade continue of 
fighting debts by issuing more debts? Probably as long as the (fiat) money keeps on flowing and the 
general confidence is somehow maintained and there are not too many "black swan" events taking 
place to shock our trust in the "system" and the music continues to play in the musical chairs game 
till the end. In this connection it would be enlightening to study what happened in the Panic of 1837 
in the USA (which took 7 years to overcome) because of the many similarities to today: fractional 
reserve banking, too much credit chasing real estate, etc. 

Lately new technologies are springing up and becoming more and more wide spread in financial 
circles, such as the block-chain technology running on cryptocurrencies like Bitcoin, not just to 
transact trade but also to protect one's wealth and privacy in a tamper proof digital ledger. Instead of 
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being at a central location with the possibility of being controlled, the underlying ledger lives on 
thousands of computers that automatically update - it has a built in electronic record keeping and 
transaction system and works to conduct business in a fraction of the time it normally takes, like via 
Letters of Credit. No doubt another big advantage will be the huge time it will save which should 
lessen the cost of international trade activities. One could describe this as the development of a 
radical new currency, for the time being outside the control of Central Banks and governments. 

ANALYSING THE GLOBAL SITUATION 

If we look at the European Union's Euro area, we notice that for the past decade or longer current 
account surpluses and deficits coincided more or less along the so-called north-south line of nations: 
Germany, the Netherlands and Finland with a surplus and Greece, Portugal, Spain and Italy with a 
deficit while most of the other nations' current accounts would be in an approximate equilibrium. A 
very important function of money is to smooth unsustainable money and resource flows as it 
coordinates production with consumption, saving with investment and in general creates the smooth 
flow of resources among billions of people transacting with each other. However, money can be very 
destructive when politicized, as politics is about power and distribution of real wealth by its control 
of money which in turn means control over people. As power increases, greed and corruption 
increase with it and the temptation to go too far is there for all to see: economic imbalances over 
time will grow and destabilize the system. 

Sound money (not excessively manufactured fiat money) will usually remove tensions in fault lines 

BEFORE THESE TURN INTO MASSIVE EARTHQUAKES WITH TERRIBLE CONSEQUENCES, It is unfortunately true that 
economic imbalances can be fed for many years if sound money is replaced with a politicized 
medium as no power hungry politician will voluntarily end economic prosperity if at all possible, even 
if it will be disastrous in the long term by feeding upcoming bubbles. Once imbalances become semi¬ 
permanent in the economic system such as has been happening globally since 2008 and before, to 
actually stop these becomes almost impossible, so the unhealthy status quo continues. By uniting 
European Euro nations under the umbrella of one Central Bank, the ECB, tremendous power over its 
citizens was handed over. Initially the creation of the Euro appeared advantageous for all the nations 
concerned but gradually current account deficits ballooned in the south and there were no correcting 
mechanisms to stop these big unsustainable capital flows on the continent which carried on for years 
and is still going on even in the midst of a crisis. The ECB fixed the low price of its money and met 
increased demand by creating more money. All these imbalances have been channeled through 
TARGET2: Trans-European Automated Real-time Gross settlement Express Transfer system. It 
facilitates payments between euro area countries and quickly became an unintended but very 
convenient way to continue funding deficits by forcibly allocating surpluses for that purpose 
(especially from Germany but also other northern nations). 

Instead of a much needed restructuring of unsustainable resource flows, TARGET2 allows the bad old 
ways to continue: it represents now one of the largest bail-out facilities in Europe, still continuing 
building up stress. The total amount involved peaked in 2012, then came down somewhat until the 
end of 2014 and has since increased again to a total of more than Euro 1.200 billion. Germany is 
owed the most per February 2017 Euro 814 billion and Luxemburg about Euro 200 billion, etc. while 
the biggest deficits are owed by Spain Euro 362 billion, Greece Euro 71 billion, Italy Euro 420 billion 
and the ECB 362 billion. 
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Global Central Banks, especially the ECB and BOJ, are at present "printing" US$200 billion each 
month while, according to them, there is no real crisis at present! As the abovementioned Euro 
denominated debts are unlikely ever to be paid back, one might look at these as a cover up of 
potential defaults, implying in reality a systematic transfer from the EU's north to the south. 
Apparently in the beginning of 2018 negotiations will start about the establishment of an official 
European Fiscal Union, which the northern nations are against but in the end might agree to so as to 
"soften" the political impact of these tremendous (hidden and still increasing) losses In a sound 
COMMODITY BASED MONETARY REGIME RECIPIENTS OF NEW MONEY WOULD RELATIVELY QUICKLY EXCHANGE THAT 
MONEY FOR GOLD AND THE MONETARY INFLATION WOULD COME DOWN TO A QUICK STOP BEFORE DOING TOO MUCH 

DAMAGE. Such a correcting mechanism of a sound commodity based monetary system is however at 

PRESENT NOT AVAILABLE BUT MIGHT EVENTUALLY BE THE SOLUTION. 

If we look at the following timeline, changes are in the air and especially the BRICS nations are 
gradually moving to a new monetary climate. 

1944 - The Bretton Woods Agreement established. 

1971 - The USA reneged unilaterally on exchanging any more of its official gold from its reserves. 
1974 - The Petrodollar exchange system was introduced. Arab oil for US$ Treasuries and arms, 
creating global US dollar demand. 

2011 - The USA is broke (in reality has been already for many previous years). Gold is to be the 
reference point of a new (at the moment BRICS sponsored) global monetary system which includes 
the "internationalized" Chinese Yuan/Renminbi. 

2012 - Iran starts to accept payments in Yuan for oil. 

2013 - The Chinese PBOC (China's Central Bank, the People's Bank of China) states that it no longer 
needs to accumulate foreign reserves (mainly US Treasuries) but gradually starts to sell some of its 
holdings. 

2014 - Global foreign exchange reserves starting to fall at the fastest rate in many decades. 

2015 - Russia begins trading oil in Yuan. In October 2015 China's CIPS system of global trade 
settlement in Yuan is started. 

2016 - The Arabs sell oil to China in Yuan, then sell Yuan for gold. In March 2016 a statement is made 
that gold is to be used as the currency along the New Silk Road. In October 2016 the Yuan/Renminbi 
joined the SDR (Special Drawing Rights) basket at the IMF. Gradually the Yuan and the Rubble, 
backed by gold, are used in more and more oil dealings with the Arabs and others, bypassing the use 
of the US$. What we have seen developing is a USA getting deeper in debt (for example, the USA 
twin deficits as a percentage of GDP were minus 4.5% in 1995, minus 2% in 2002, minus 13% in 2011 
and now minus 5%) while the BRICS continue to buy gold in large quantities and are now busy 
establishing a gold market place to be followed by using gold as currency. Why is this apparently 
happening without much fanfare? At the moment it seems that, globally, nobody really cares, but 
when the "endgame" appears, all of a sudden everybody will care with very quick consequences. The 
global petrodollar system in use since 1971 has always been balanced on four legs which are now 
slowly disintegrating and changing: the price of oil (OPEC and others seem to have lost control), forex 
currencies (currency wars, US$ Treasuries "safe haven" changing, "carry trade" developments, Yuan 
trade increasing, etc.), sovereign bonds increasing (losing value, influenced by QE's, swaps, ZIRP and 
NIRP) and the present global banking/financial system (becoming more and more insolvent, still 
standing like a chain of dominoes). 
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Potential problems lying in wait for nations in different situations: in order to reduce fiscal and/or 
current account deficits a government might decide to implement fiscal relaxation (i.e. lower taxes) 
to stimulate the economy but if the country concerned has a really large current account deficit, such 
as the USA, the UK and others, the end result could be much higher interest rates, more inflationary 
pressures possibly ending in hyper-inflation and then a complete realignment of currencies in the 
future? Even nations with large foreign exchange reserves such as China, Japan and others with high 
savings rates and high current account surpluses are affected when their exports start to reduce 
substantially. A possible answer could be for those nations to increase their local investments. There 
is however always the possibility that companies and individuals might continue to prefer to save and 
not spend, for instance in Japan. In the meantime, the medium term trend in the USA of real GDP 
growth is not encouraging: measured over five year periods since 1975 that growth is on average still 
going down! 


5). Futuristic expectations. 

Mahatma Gandhi's seven deadly sins: "wealth without work, pleasure without conscience, science 
without humanity, knowledge without character, politics without principle, commerce without 
morality and worship without sacrifice". 

Brief summing up 

The root of the global problems is neither political nor economic but philosophical/religious 
(including moral and ethical) in nature. Too many of us have bought into the lie that governments 
can protect us from life's misfortunes and stamp out evil around the world without endangering our 
liberty, our safety and our prosperity. Goethe stated in the year 1809 that "none are more hopelessly 
enslaved than those who falsely believe they are free". The truth is that the real problem lies in our 
hearts** and the corrupt and hyper-interfering politicians, bankers, militarists and big corporates 
who currently "represent" us are perhaps a reflection of who we have become as a world. Until we 
alter and improve our own values and natures, the chances are that not much will change for the 
better. At present it appears that the welfare/warfare/surveillance nations around the world are 
moving into the last stages of the old system's collapse, possibly descending into global 
authoritarianism and worse? 

**For a more detailed description please view the diagram "Culture of Heart" shown on page 129. 

In our external daily lives we are almost all the time confronted with various forms of advertising and 
the manipulation of our opinions, including unofficial or "official" nep news, from many different 
sources while busy with our daily jobs and living. This is where we use mainly linear thinking (as 
taught to us during many years of education) while living in the world of "external culture" often 
without realizing the driving forces of "value", viz. our timeless search for Beauty, Goodness and 
Truth and beyond that the internal guiding functions of the human mind with at its core the, most of 
the times sub-conscious, HEART. This deep driving force uniting our Emotion, Will and Intellect is 
where our various kinds and intensity of the flow of Love comes from, over many centuries called the 
window of humanity's soul where we occasionally experience deeply the guiding Love of God, our 
Heavenly Parent. 
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Culture of heart 

Purpose: to experience joy through feelings of freedom, value and happiness 
Three forms of value: emotion, goodness and truth 


ArtS and Crafts (creation and appreciation), Photography, etc. 



Education, Business, Politics Religion, 

and Social Interaction -> based Philosophy and 

on human relationships Science 


Truth: desire to be true, not false (then conscience starts to bother) 


In the meantime, perhaps just for the next few years, governments will most 
probably try to continue expanding by incurring more debts while the real 
economy continues to stagnate, social tensions and violence will increase and 
more powers will be concentrated in the hands of a select few and the 
bureaucracy. We should keep in mind that government debt (itself inherently 
bad and fraudulent as its borrowing is only partially for production but mainly 
for consumption), is different from "free market lending and borrowing", 
creating great confusion. In this last case, a loan transfers capital from a 
lender to a borrower, say to use to produce something new. It creates new 
profits from which capital is repaid plus some interest: both parties are in a 
win-win situation. Should there be no increase in production, the end will be 
default. The following diagram of the main social, economic and political 
variations on page 130 shows the different ways and the directions the world 
is moving with as "prize" the extent to which personal and economic freedom 
and responsibility will be at risk. 
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SOCIAL, ECONOMIC AND POLITICAL VARIATIONS 


100% (Vertical line) PERSONAL FREEDOM 
AND RESPONSIBILITY. 


ANARCHIST 


Left Liberal 

Libertarian/Classical Liberal 

Allows social/personal freedom. 

Believes in social and econ. Freedoms. 

Restricts econ. freedom. 

Small, limited government. Strict property 

Social mobility. 

rights. Free speech, go along, get along. 


Centrist (Central 

<FAR LEFT _Inner Diamond)_ FAR RIGHT> 

Populist/ 


Socialist or Authoritarian 

Right/Conservative 

Both types of freedom are usually 

Restricts social freedom, allows 

restricted. Political allocation of 

economic freedom (mainly 

wealth. Big government. 
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Central planning. Weak property 

nationalism). Believes in 

rights. Limited free speech. 

strong government and nationalism. 
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Eventually, rather sooner than later, a debt/financial collapse is most likely to hit the productive part 
of the world's economy and with that the ability for increased taxation/debts will diminish 
substantially and result in realistic and huge spending cuts, shutting down most of the unnecessary 
programs and cancel the impossible to fulfill promises made. Especially the welfare/warfare parts 
may in the end be drastically reduced in a global clean-up process. In order to survive that period and 
afterwards be able to lay a strong foundation for the New World of "Cheon II Guk", its co-owners 
might do well to guide new and upcoming leaders to a different way of life of heartistic Head-wing 
ideology centered on True Parents' GODISM - please see the diagram on page 132 for explanation. 
By way of an analogue, sometimes one is so fixated on just the dual choices that are seemingly only 
available to us, such as when someone is calling out "do you choose heads or tail" before spinning a 
coin, that one forgets that the coin also has a rim to stand on (i.e. a potential third choice not many 
can see), apart from some basics like the size or weight or the value of the coin concerned. 

Not just from this diagram but especially from history (not only World Wars I and II and the Cold War 
but numerous others) and from our present time one sees clearly the absolute necessity for 
negotiated settlements before, not after, such calamities occur. These would prevent the "craziness" 
of millions of young people trying to kill millions of other young people whom they don't know at all, 
just for an "ideology" or "survival" or "national security". The negotiations of political parties both on 
the left, the right and the center to form a new government after an election (which is happening 
regularly in democratic multi-party nations) might serve as some sort of example, keeping in mind 
that, after such a successful brokerage, the new governing agreement should then be placed again 
before the electorate by way of a binding referendum as it surely will differ substantially from the 
various parties original election mandates/promises? 

During the First Industrial Revolution end 18 th and early 19 th century, the overall textile production 
changed substantially due to the invention and practical implementation of new textile machinery, 
resulting in a big increase in unemployment and impoverishment amongst the workers, especially in 
the UK. This lead to the "Luddites" starting to destroy machinery and attacking factory owners 
peaking in 1811/12. Apparently their actions were not so much directed against the new machinery 
but more against the way the capitalistic factory owners hoarded the increased income/wealth from 
the improved productivity of the industry. According to the workers' concept of "fair profit" these 
productivity gains should have been shared more widely. Actually over the years machines do 
destroy jobs but also create new ones and increase overall productivity: average wages went up for 
the past 200 years because the machines created more wealth for all. According to many scientists 
we are now standing at the beginning of another huge wave of automation in the next twenty years 
as it is estimated that up 47% of all US jobs will be done by artificial intelligence and robotics by the 
end of that time, possibly resulting in soaring human unemployment. How will Americans react? As 
robots are taking over, most people will move into low paying service work while a minority of highly 
skilled, creative and lucky persons will have much better paying jobs. There seems to be no point in 
halting technical progress and innovation and shutting down factories. Disgruntled hackers on the 
other hand could cause problems? Although in the short term automation might very well result in 
increased inequality and a de-skilling of jobs, several decades later demand for labor would probably 
improve as new job categories emerge. As old jobs would disappear faster than new jobs are 
created, short term adjustment problems would have to be faced by politicians to ease the transition 
in the meantime by, for instance, public re-education schooling, progressive taxation and the passing 
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RELGIOUS, PHILOSOPHICAL AND IDEOLOGICAL VARIATIONS IMPACTING ON SOCIAL, 
ECONOMIC/BUSINESS AND POLITICAL TRENDS 
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of anti-trust laws, etc. to ensure that prosperity is more equally shared between the 5% have and the 
95% have-nots. 


CONCLUSION 

In the pages of these writings some past situations in history right up to the present time have been 
described with the humble and sincere hope that, while part of it was directed to micro business and 
another part to larger economic/financial situations, overall the ideas discussed may in time assist to 
open up and further encourage the study of supporting and realising the global movement to a New 
World. 

In the past, we and our ancestors in years gone by, have perhaps most of the time been living as 
sojourners on this beautiful planet earth from day to day, accepting its hospitality as a matter of fact 
without much further thought, maybe sometimes taking more than giving. Only in some very special 
instances, a few of us managed to graduate to the level of persons taking root and realizing that, 
during our relatively brief stay here, as renters we should try to take care of the house and garden 
we live in, mainly for our own benefit or pleasure and for those nearest and dearest living with us. 

Whether we like it or not and whether we are readily prepared or not, humanity has now developed 
to a level where we have to choose if we wouldn't rather experience how to go through life as co¬ 
owners of this new world we are witnessing rising up all around us in so many different ways: we 
would definitely become more responsible persons as co-owners than as renters, taking much better 
care, with the opportunity, for the first time in history, to evolve into someone we should have been 
all along from the beginning! 


Wouter van derStok - Springtime 2017 
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